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PREFACE 


It is the aim of this book to present factual material con¬ 
cerning the combination movement in Germany since the 
Great War. A fuller acquaintance with the attempts at 
a solution of the trust problem made by a leading industrial 
nation with a very different attitude towards this problem 
ought to be helpful to the American student in his endeavors 
to arrive at a conclusion regarding the best solution of the 
trust problem for the American nation. 

Not that the author would imply transplanting of institu¬ 
tions to be desirable or even possible. Developments have 
to come from within to be lasting. Neither has an attempt 
been made to recommend changes in the American policy. 
The book limits itself to what has actually taken place in 
Germany during the last few years in the combination move¬ 
ment, pre-war developments not needing a new presentation 
and being of little more than historical value due to the 
radical changes in Germany since the war. 

Besides the factual developments, the attitude of the Ger¬ 
man population at large, of industry and government is 
incidentally shown, the author concurring with the rather 
general German belief that for Germany with her limited 
natural resources, small domestic markets and high density 
of population a complete return to free competition would 
eliminate the small margin of profit through the wastes of 
competition and uneconomic duplication of productive facili¬ 
ties, and would lead to undesirable social consequences. 

The author wishes to express his deep indebtedness to 
Professor Henry R. Seager for the original stimulus to write 
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PREFACE 


on the subject and the many helpful suggestions and criti¬ 
cisms which materially affected style, scope and arrangement 
of the -book. Its content is largely based on the many, much 
more thorough, monographs written on the combination 
movement or some of its special aspects by a number of Ger¬ 
man scholars. The author’s endeavor being to present a 
clear and summary account of the complex situation for 
readers not conversant with present German institutions and 
recent developments, he has attempted to add little to the 
body of principles commonly accepted in Germany. His 
indebtedness, therefore, is to German scholars in general and 
only a few references have been made to some of the leading 
writers individually. More concrete is the author’s obliga¬ 
tion to his father and his friend Dr. Ad. Geek who helped 
him procure material on the factual side of the problem. 

Rudolf K. Michels 

New York, N. Y., March 29, 1928. 
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PART I 

GENERAL DISCUSSION 




CHAPTER I 


German Cartels 

The Combination Movement in General .—No discussion 
of German cartels would be complete without referring to 
the causes, purposes, and economic advantages of the com¬ 
bination movement. In doing so we are immediately con¬ 
fronted with the problem of free competition. Since Adam 
Smith the prevailing opinion has expected from free com¬ 
petition rather much in the way of regulating the kind, 
quality, and quantity of goods produced and their prices. 
While much can be said for this opinion under an un¬ 
developed or at least not highly developed industrial system, 
in the writer’s opinion the arguments lose weight when we 
come to the complex and highly developed stages of industry 
as we find them in the leading countries of today where the 
opening up of new resources and the creation of basic in¬ 
dustries are not the foremost tasks of the industrial leaders, 
but the competition for the general public’s buying power in 
an open fight against all other competitors. Large-scale pro¬ 
duction, wherever possible, with the result of reduced costs 
per unit is one of the safest ways to survive in the competi¬ 
tive struggle. In this fight for the lowest cost per unit, the 
capacity of an industry may increase way beyond the output 
that the market could absorb. Undesirable fluctuations of 
quantity and quality of production, of prosperity and em¬ 
ployment may be the result. Free competition has thus 
failed adequately to regulate industry. Even if competition 
performs the functions expected of it since the time of 
Adam Smith, it is often accompanied by waste greater than 

is 
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a struggling nation or enterprise can afford for any length 
of time. Of course, in times of general prosperity or in a 
country especially rich in natural resources these wastes of 
competition may be 'bearable. But whenever the margin of 
profit is small and the cost of competition cannot be added to 
the sales price, the combination movement will develop. 
What selling expenses may not bring about, is often achieved 
for other economic reasons. A division of business and 
territory between competing companies and nations to secure 
a steady and profitable market is another step from free 
competition toward combination. The underlying reasons 
in such an instance may be purely individual, or the desire to 
improve -the rather neglected group relationships as between 
classes or nations. Maintenance of prices and even pro¬ 
moters’ profits may lead to combinations. The economies 
of large or widespread organizations are too apparent to be 
permanently overlooked by efficient 'businessmen in any in¬ 
dustrialized country. Cross freights may be avoided. Plants 
may be run at full capacity while others may be completely 
shut down. Works may be operated at an even load. The 
benefits of division of labor may be fully realized. The 
maintenance of expensive laboratories and research depart¬ 
ments may become economical by spreading the expenses over 
a large output and by using results on a great scale. Due to 
this multiplicity of advantages of combination in one form 
or another, we find the same movement everywhere in in¬ 
dustrialized countries which goes to prove that the tendency 
to combine is inherent in our present stage of industrial de¬ 
velopment and not dependent upon mere local conditions or 
legislation. We might go even further and consider the 
development as being so closely connected with our present 
stage of industrialization that combinations of some form or 
other are likely to occur in spite of local conditions and legis¬ 
lation. The form and extent of the combination movement 
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are, however, strongly influenced by legislation; to what 
degree will be demonstrated in the following discussion of 
the German situation. Germany is selected for this discus¬ 
sion because she may be considered the best exponent of the 
policy of non-interference with combinations, a policy dia¬ 
metrically opposed to the one pursued by the United States. 
In anticipation of, and subject to, the proof attempted in 
the following chapters, it may be stated that a form of com¬ 
bination lower than the American trust flourishes in Ger¬ 
many and preserves small financially independent business 
enterprises which otherwise would have been forced into 
bankruptcy or absorbed by the few big enterprises. This 
kind of combination takes the form of the Kartell (cartel or 
trade association). 

Definition of Cartel. —Cartels have been called a lower 
form of combination because their members remain inde¬ 
pendent whereas in trusts proper, holding companies, and 
mergers the combination deprives the constituent enterprises 
of their independence. Up to 1923 no special law regulated 
the organization of cartels, their scope of activity, kind of 
procedure, or legal status. As could be expected, this free¬ 
dom from regulations has led to a great variety of cartels 
ranging from national organizations to small local combina¬ 
tions ; from the powerful coal cartel to the cartel of roofer 
masters (adjudged a cartel by the Reichsgericht in 1923) ; 
from Konditionenkartellen, which while stronger are yet 
somewhat similar to American trade associations, to Syndi- 
katen regulating production, fixing prices, and holding a 
trade monopoly. All these different kinds of associations 
and combinations are called cartels and make it almost im¬ 
possible to give a definition for the word cartel which is 
reasonably short and precise. An attempt to list the different 
definitions and to discuss their individual merits will not be 
made. It will suffice to quote the definition given by Pro- 
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fessor Liefmann in his classical book: KarteUe, Konseme 
und Trusts. This book was published in 1927 already in its 
seventh edition and is quoted by all authors on the subject. 
Liefmann’s definition of cartels is the one most widely ac¬ 
cepted and in the absence of a definition in the cartel law of 
•1923, Liefmann’s definition is the one implicitly accepted by 
the cartel court. Liefmann’s definition reads as follows: 

A cartel is a voluntary combination of business enterprises 
engaged in the same line of business and each retaining its inde¬ 
pendence, for the purpose of establishing monopolistic control of 
the market. 1 

It will be noted that the definition does not mention anything 
about the form which the combination takes, nor about the 
scope or the means of the monopolistic control of the market. 

Forms of Cartel Organization. —A short elaboration on 
the two points not settled in the definition will render 
examples later to be considered more easily understood. 
Starting with the legal forms of organization of cartels a 
great variety of possibilities presents itself which are, how¬ 
ever, all misuses of legal institutions created for purposes 
quite different from a cartel. But since no legal form for 
the cartel itself was created, no other way was left. The 
loosest form available is the Gesellschaft des biirgerlichen 
Rechts or nicht-rechtsfahiger Verein. It is a civil-law 
association without legal entity. While theoretically some¬ 
what more of an organization than what has come to be 
known as the Gary dinners, in fact it is sometimes nearly the 
same. It may be (but seldom is) based solely on the word 
of gentlemen; it cannot sue or be sued in its own name and 
no member can be prevented from withdrawing. 

1 Ein Kartell 1 st tine frete Vereinbarung oder tin Verband stoischen 
selbstdndig bleibenden Unternehmern derselben Art gum Zwtcke mono » 
pollstischer Beherrschung des Marktes. 




GERMAN CARTELS 


19 


While somewhat stronger, the Eingetragene Verein or 
registered association still lacks elements generally considered 
essential. It is an artificial person, can sue and be sued; but 
it may not conduct business for profit nor bind its members 
for more than two years. 

A business corporation would seem the most logical way 
out; but there we encounter new difficulties. Generally 
stockholders of a corporation do not bind themselves to any¬ 
thing but to supply the capital they subscribed. A cartel in 
the form of a corporation would most likely be interested 
primarily in other actions of its stockholders, and relatively 
little in their stock subscriptions. 

The same applies to the Gesellschafi mit beschrankter 
Haftung, a form of organization standing between partner¬ 
ship and corporation. Being sure of a favorable attitude of 
the courts, corporation lawyers finally found a solution. 

They first took advantage of section 212 of the Com¬ 
mercial Code ( Handelsgesetsbuch ) which states that the 
articles of association of a corporation may impose upon the 
stockholders the obligation of regular non-monetary con¬ 
tributions, provided shares cannot be transferred without the 
consent of the corporation. 1 This provision originally had 
been inserted for organizations like one where the sugar-beet 
growers of a certain district organized a sugar refinery in the 
form of a corporation and in order to secure a regular mini¬ 
mum supply of sugar beets obligated themselves in the 
articles of association to sell to their refinery every year a 
certain amount of sugar beets. A great improvement on the 
organization of cartels had been made; but still it had its 
shortcomings. The members of the cartel were not obligated 

1 HGB, § 212. Neben den Kapitaleinlagen kann im Gesellschaftsvertrage 
den Aktiondren die Verpflichtung su wiederkehrenden, nicht in Geld beste- 
henden Leistungen auferlegt werden, so fern die Ubertragung der Anteils - 
rechte an die Zustimmung der Gesellschafi gebunden ist . 
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to each other and the administration encountered difficulties- 
That led to the Doppelgesellschaft or double company, con¬ 
sisting of a corporation or a Gesellschaft mit beschrdnkter 
Haftung (G. m. b. H.) and a civil-law assocation described 
above as the first form of organization. Two contracts are 
essential in sudi cases: one of all the individual members 
with the cartel corporation and one among themselves. 
While frequently contained in a single document, the courts 
have upheld the opinion of corporation lawyers who brought 
about through one document and one signature the creation of 
two such different and complicated relationships. This brief 
presentation of the legal forms of organization of the cartels 
can do nothing but touch the high spots and even these are 
simplified. Those interested in this phase of the subject may 
turn to the highly technical volume of Flechtheim on Die 
rechtliche Organisation der Kartelle. Legal technicalities do 
not properly belong in this discussion since the favorable 
attitude of the courts towards cartels and the appreciation of 
their difficulties of finding a suitable legal form is much more 
important than the forms actually chosen. 

Scope and Means of the Monopolistic Market Control .— 
Another point not settled in Liefmann’s definition is the scope 
and the means of the monopolistic control of the market 
exercized by cartels. 'Historically most important is the 
Preiskartell, a cartel fixing and regulating prices. When in 
the depth of the depression after the panic of 1873 price 
competition threatened to ruin whole industries, they turned 
unwillingly and only because forced by necessity to price¬ 
fixing cartels. 

Other cartels exercise their monopolistic power by impos¬ 
ing uniform trade conditions upon their clients ( Konditio - 
nenkartelle) . These cartels were especially numerous during 
the inflation period when they shifted all inflation risk to the 
purchasers. The latter had to pay more in case of further 
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inflation between the time of placement of the order and pay¬ 
ment, but were bound to the price in case the mark improved 
in the meantime. While this was an abuse of the powerful 
position of the cartels and would no longer be tolerated, it 
may serve as an example of this kind of cartels which in 
normal times is of no great importance. 

Quota cartels ( Kontingentierungskartelle ) limit and regu¬ 
late the output of an industry so as to prevent overproduc¬ 
tion and ruinous prices as a consequence. They furthermore 
spread orders evenly among all their members and secure 
a uniform expansion or contraction of the activity of their 
members. These cartels may or may not have a central 
sales agency and a trade monopoly, and they may or may not 
fix prices. All three possibilities—quota, sales agency, and 
price fixing—are combined in the present coal cartel. Com¬ 
binations of that type are often willing and powerful enough 
to smooth out business cycles, achieve a steady employment, 
and minimize price fluctuations. 

Other cartels confine themselves to the apportionment of 
exclusive territories to their individual members and again 
other cartels pool and share patent rights. Cartels of that 
scope constitute an important part of the international cartels. 

Standardization of their products and central purchase 
agencies are the aims of some cartels. 

Or to state it even more broadly, every lawful means of 
achieving monopolistic control of the market may lead to a 
cartel or be practiced by it. 

Peculiarities of the German Situation .—Now this question 
quite naturally arises why is it that the combination move¬ 
ment should be strong and general in Germany and that it 
should, nevertheless, stop to a large extent at cartels and 
not generally proceed to mergers. The answer is undoubt¬ 
edly to be found in circumstances peculiar to the German 
situation. Competition in Germany may be considered 
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keener and the margin of profit lower than in the United 
States. The rather limited wealth of natural resources and 
the high density of population make the struggle for exist¬ 
ence hard and bitter. England has her dominions and her 
foreign investments to fall back on and enjoys at the same 
time the advantage of a more even growth of trade and in¬ 
dustry than Germany which entered the field only sixty years 
ago. 'Besides, a limited market prevents mass production 
and its economic advantages. Cost of production is accord¬ 
ingly high and the fight for the small market at home or 
abroad (the famous “ place in the sun ”) is going on all the 
time. Businessmen soon began to find out that through the 
wastes of competition most of their profits were spent un- 
economically. ‘Contracts between independent establish¬ 
ments whereby the output was limited, the markets were 
divided, and prices controlled, seemed the easiest way out 
and became quite common. (Whether the parties to such a 
contract form an association or not, is only a legal technic¬ 
ality. In all instances they form cartels, an economic and 
not a legal term. If these facts explain the strength and 
extent of the German combination movement, they indicate 
at the same time why the movement stopped so often at 
cartels. To eliminate the wastes of competition cartels were 
sufficient and there was, therefore, no need to go on to out¬ 
right mergers or other capital combinations. 

The German law on restraint of trade and similar ques¬ 
tions is strongly influenced by the attitude of the population 
toward their government and by the powerful position and 
activity of the central government. Laws on this point 
could to a large extent be dispensed with. There never 
existed any doubt as to the willingness and power of the 
government to interfere whenever the public welfare should 
be endangered. The public welfare might be affected 
through the organization or practices of undesirable com- 



GERMAN CARTELS 


23 

binations, or through dissolution of combinations that the 
government believed to be in the public interest. On differ¬ 
ent occasions the government has taken matters into its own 
hands and passed special laws. Thus, its power has been 
conclusively demonstrated and this fact, of course, is known 
to the business world. Many a “ voluntary ” agreement in 
form is in substance the compliance with a wish of the 
government. These circumstances go far towards explain¬ 
ing the lenient laws or the entire absence of laws on the trust 
problem. 

Since no laws to the contrary have been enacted, contracts 
to limit the amount of output or to sell goods at a certain 
price are upheld in Germany. Freedom of commerce is 
thought of as consisting of the freedom to compete and the 
freedom to combine. When cartels made their first appear¬ 
ance, the law did not forbid them, but gave them a fair trial. 
This is in line with the general German tendency in legisla¬ 
tion as shown for instance in the corporation law of 1870. 
This law was so lenient and so much abused, that strict regu¬ 
lations for corporations were introduced in 1884. The 
cartels fared better; they did not prove perfect in every re¬ 
spect, but complaints were so indefinite and so little con¬ 
structive or the laws demanded were so dubious as to their 
effect that the government adopted a policy of recognizing 
cartels tacitly and of being on the alert to prevent abuses of 
the power which the cartels undoubtedly possess. Cartels 
were generally recognized as a necessity, their advantages 
welcomed and unfair practices only were considered an object 
for legislation. 

Wherever the elimination of the wastes of competition 
sufficed, little incentive existed to go beyond cartels and to 
deprive the members of the industry of their independence. 
And this independence is real and highly valued. Prices and 
markets having been fixed, the shrewd general manager con- 
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centrates his energy on lowering the cost of production and 
so tries to increase the profitableness of his enterprise. How¬ 
ever, where the production side of the business is to be man¬ 
aged by a central agency, where rigid division of labor is to 
prevent all duplication and where other similar purposes are 
to be served, a cartel as an association of independent enter¬ 
prises will seldom suffice. Certain German industries are 
being rationalized under a highly centralized and powerful 
central administration and to that end they choose the form 
of a single corporation or the trust form as it is incorrectly 
but generally called. These few industries show that trusts 
and cartels have both their proper place in the German 
economic structure and neither will be able to replace the 
other. 



CHAPTER II 


History of the German Combination Movement 

The Growth of the Movement .—Not until 1870 did in¬ 
dustry play a very important role in Germany. In that and 
the following years, the lenient corporation law, the erection 
of the empire, and the victory boom following the Franco- 
Prussian war increased the rate at which industrialization 
was taking place. When the crash came in 1873, *he P ro " 
ductive capacity of many industries by far exceeded the 
demand for their products. It was the aim of every pro¬ 
ducer to raise efficiency in his works to the highest degree 
and the advantages of large-scale production could not be 
overlooked. Since most captains of industry realized these 
facts at the same time, the total output of the individual 
plants and of the different industries was increased continu¬ 
ally. 'As a result competition became keener all the time 
and finally a very small margin of profit remained, if any 
was left at all. The biggest problem of industrial leaders 
was no longer in the production field of their enterprises— 
that could be entrusted to experts—it was the problem of 
finding a market. 1 The cut-throat competition eventually 
led to price-fixing and quota agreements. Forced by neces¬ 
sity and unwillingly, industry combined in cartels. Where- 
ever mass production was involved, the difficulties of selling 
grew with the increasing output. These troubles could to 
some extent be eliminated if complementary industries com- 

1 Das Spezial-Archiv, Vereinigte Stahlwerke Aktiengesellschaft Diissel- 
dorf, 1927, p. 7. 
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bined under one management. The organization resulting 
from such a consolidation is called Konsern (combine) in 
Germany. A combine is a group of affiliated enterprises 
under a centralized administration. Combines and cartels 
started to develop alongside each other. Both of them tried 
to smooth out business cycles at least as far as their own 
members and their own industry were concerned. 

While a few combinations are known to have antedated 
that period, the movement gained anything like its present 
volume only in the late eighties when prices were still falling 
as they did practically up to 1897. Almost at the end of this 
twice briefly interrupted depression, one of the most im¬ 
portant German industries, the coal-mining industry, over¬ 
came its antipathy against cartels and similar agreements. 
The Rheinisch-Westfalische Kohlensyndikat (coal cartel) 
was organized in 1893. Since the advantages of combina¬ 
tion for the owners of industry were quite apparent, return¬ 
ing prosperity did not materially hamper the progress of 
these new kinds of organization. Consumers were not so 
easily won for the combination movement and, as will shortly 
be shown, criticism and antagonism have never been lacking. 
Except for a thorough government investigation, nothing 
positive, however, was done before the Great War. The 
fall of 1914 found most leading German industries organized 
in cartels, whose members remained independent enterprises, 
large and small. Monopoly control of the market by a single 
enterprise which had combined and centralized the whole 
production side of some business, did not exist in pre-war 
Germany. Numerous independent enterprises had been 
absorbed by several large companies, e.g., in the electrical and 
chemical field, but no clear-cut trust existed as yet. This 
was not due to an adverse attitude on the part of the govern¬ 
ment or public, but to the sound economic reasoning of 
those concerned. Why should independent enterprises be 
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eliminated when practically all desired economic results 
could be achieved by cartels or combines ? 

War conditions favored centralization and strict organiza¬ 
tion in practically all belligerent countries. The German 
government could and did rely for war production largely 
upon cartels. Where they did not exist as yet, they were 
created for reasons of expediency. The attitude of the 
government towards all branches of the combination move¬ 
ment, neutral so far, became now decidedly favorable. Since 
the times of the Great War were abnormal, details of the 
war developments may be omitted. 

After the war, the combination movement in Germany 
entered one of its most spectacular periods. Cartels may be 
considered first. They lost their predominant influence and 
except in one special form—the Konditionenkartell —cartels 
seemed at times to be dying out. The strongest steel cartel, 
the Stahlwerksverband, became an empty shell; the all-im¬ 
portant coal cartel, the Rheinisch-Westfalische Kohlen- 
syndikat, was kept together only through federal law. The 
reason for the declining importance of the cartel movement 
at that time lies in the extreme business and price fluctuations 
of the inflation period. Cartels are based on, or looking 
for, an even market. Violent changes within a very short 
time find the mechanisms of a cartel too clumsy for quick 
and complete adaptation. 

The seriousness of this defect can best be seen in the rapid 
development of the Konditionenkartell in the same period. 
A cartel of this type restricts its activity to the fixing of 
standard sales conditions. Prices were usually left to them¬ 
selves, but regulations like payment upon receipt of the order, 
prices subject to increases even after conclusion of the con¬ 
tract in case of further inflation, or in short, the shifting of 
all inflation risk to the buyer, appealed quite strongly to trade 
and industry during the inflation period. Such conditions 
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could easily be agreed upon and the scarcity of all goods 
forced the buyer to contract on the sellers’ terms. No 
changes were needed with every further fall of the mark. 
Cartels of this loose and low type gained importance between 
1918 and 19124 while at the same time the number of the 
highly organized and centralized cartels, like quota cartels 
and cartels that had a trade monopoly, decreased rapidly. 
The disappearance of one cartel after the other was so ap¬ 
parent that the whole period is called the period of the 
Kartellsterben 1 (death of cartels). 

And yet it was during this time that cartels became 
strongly unpopular with consumers and that the clamor for 
legislation rose louder and louder until it was finally re¬ 
sponded to. It was the shifting of all inflation risks to the 
retailer and consumer that roused the public’s ire. In 
times of general scarcity of goods and widespread misery, 
the Konditionenkartell plainly abused its economic power. 
Had the present law been in force in those years their actions 
would have been unlawful and immediately suppressed. The 
clumsiness of the cartel mechanism was not the only reason 
why the highly centralized cartels grew weak or collapsed 
altogether. Through consolidations and mergers, vertical 
combines were forming at that time and whatsoever homo¬ 
geneousness had existed between the different members of a 
cartel, then disappeared. Strong combines disliked the re¬ 
striction of their activity and policies through cartels and their 
influence on the cartel activities increased with their growing 
size. Any proposed loosening of the cartel agreement was 
apt to get the hearty support of the vertical combinations. 

Thus the downfall of cartels coincided with the peak of 
the vertical combination movement. The Konzern (vertical 
combination or combine) is the outstanding phenomenon of 

1 Das Speztal-Archiv, Vereinigte Stahlwerke Aktiengesellsehoft Diissel- 
dorf, 1927, p. 7. 
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the combination movement of the years 1918 to 1924. 
While rather general and far spread, the rise and fall of 
the vertical movement is not nearly as well known as the fate 
of the outstanding Komern which after all was but a single 
example of the general tendencies. The Stinnes Komern, 
managed by its able organizer Hugo Stinnes, attracted world¬ 
wide attention. —< The two basic reasons for the general 
vertical development were the loss of territory under the 
Treaty of Versailles and the inflation. The treaty resulted 
in the payment of large indemnities by Germany to the old 
German owners of mines and plants located in Alsace-Lor¬ 
raine, the Saar District, etc., which were taken over by foreign 
governments. These funds could not remain idle and they 
were used to buy up plants and mines in other parts of Ger¬ 
many. At the same time high rates of interest on loans did 
not offset the effect of further inflation while the loans were 
outstanding. Reduced to a gold basis, credit was not only 
cheap, but approached at times the economic effects of a 
gift. This was due to the fiction that a paper-mark, e. g., of 
April 1, 1923, was equal to a paper-mark of any other time, 
as May 1, 1923, for instance while as a matter of fact the 
gold value of a paper-mark had shrunk by 33% during this 
one month. 1 Anyone investing on April 1, 1923, 70% of a 
loan in dollars or gold could repay the paper-marks on May 
1, 1923, plus interest on the loan at a rate of 40% per annum 
—if that should be asked for—and yet keep 30% of the gold 
value of the loan, as it had been on April 1, 1923, as net 
profit. This he might use to buy up enterprises or block.? 
of stock and pay cash for them. 

A strong incentive to use the indemnities and cheap in¬ 
flation loans to buy up mines and plants was derived from 
the scarcity of all goods and especially of raw materials in 

1 The official quotation for the U. S. dollar was 21,100 marks on April 
I, and 31,700 marks on May 1,1923. 
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Germany. The Reich had lost 26% of its coal and 74% of 
its iron ore. Industries dependent upon a steady supply of 
raw materials, therefore, turned their attention towards 
combinations with producers of their raw materials. If the 
vertical movement had stopped at such combinations, the 
stabilization crisis would not have been so severe for 
combines. Unfortunately, however, the movement gained 
momentum, and caution and foresight were lost. With no 
economic necessity enterprises engaged in totally different 
fields of industry were bought up and paid for with borrowed 
funds that were later on repaid with marks of less value. 
Sometimes the only thing two plants belonging to one com¬ 
bine had in common was the almost accidental fact that the 
majority of stock outstanding of both companies was owned 
by the same man or group of men. Quite often the pro¬ 
duction of the different plants of a Konzern did not comple¬ 
ment each other and had not been influenced by joining the 
vertical combination. And that was the reason for their final 
undoing. In later chapters special fields of industry will be 
discussed, and it will be shown in the case of several of 
them what changes have occurred during the inflation period, 
stabilization crisis, and the present period of reorganization 
and recovery. At this point, only the Stinnes Konzern will 
be described as an example. 

In 1924 the Stinnes Konzern / one of the ten vertical 
combines of the coal and steel industry of the Ruhr District, 
embraced, like the other nine, all stages of production from 
coal mining to the finished product, e. g., manufactures of 
machinery. Originally starting with cool and iron Hugo 
Stinnes first formed a community of interest with the power¬ 
ful electrical Siemens-Schuckert enterprises, the new com¬ 
bination being known as Siemens-Rheinelbe-Schuckert- 

1 Reichswirtschaftsminister, Komerne, Interessengemeinschaften und 
ahnliche Zusammenschlusse im Deutschen Reich Ende 1926, p. 4. 
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Union. Finally the Stinnes Konsern comprised in addition 
leading enterprises of the brown coal, automobile, petroleum 
and paper industry, electric power, printing and publishing 
houses, ocean transportation, foreign trade and insurance 
companies, and banks. The power of the Konsern seemed 
unlimited; the mere mentioning of the name of Stinnes in 
connection with some merger or consolidation rumor worked 
wonders at the stock exchange and yet when the stabilization 
crisis came, the Stinnes Konsern went down with practically 
all the other big vertical combines. 

Stabilization of the 'German currency occurred in No¬ 
vember, 1923, but it took months before the changed con¬ 
ditions started to eliminate the vertical combinations. 
Backed up by their immense capitalization they resisted with 
a few exceptions until the middle of 1925. It was in June 
of that year that the Stinnes Konsern finally lost its liquidity 
and the possibility of regaining it through its own efforts. 
To keep unrelated and often unprofitable enterprises going, 
was difficult enough. Additional large acquisitions finally 
broke the Konsern. Money rates were very high and the 
interest burden, increased through these new acquisitions, 
impaired and in the end destroyed liquidity. Organization 
had not succeeded in making a strong economic unit out of 
the conglomeration of all kinds of enterprises. A splitting 
of the combine between the two sons and heirs of Hugo 
Stinnes brought no permanent relief. The automobile 
factory went into bankruptcy; the insurance business was 
sold to the Netherlands. A syndicate of banks prevented a 
general bankruptcy and dissolved the combine step by step 
into economic units. Only the pre-war property of the 
Stinnes family, coal mines and coal trade, remained in the 
family. Even the backbone of the vertical combine, the steel 
and electric properties combined in the Siemens-Rheinelbe- 
Schuckert-Union, was lost for the Stinnes interests. The 
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stockholdings on which the Stinnes influence in these associ¬ 
ated companies was based were sold. The steel stocks 
(shares of the Deutsch-Luxemburgische Bergwerks- und 
Hiitten-Aktiengesellschaft) went to England; and the elec¬ 
trical stocks (shares of the different Siemens companies) re* 
turned to the Siemens family. It would lead us too far 
afield to mention all those interests that acquired parts of the 
Stinnes Konzern. May it suffice to mention that Prussia 
bought electrical power interests, harbor facilities and farms 
of the disintegrating combine. The Reich, through one of 
its companies, acquired an interest in some of Stinnes* brown 
coal fields. Most of the latter went to the dyestuff trust. 

As only a few years ago the Konzern had taken the place 
of the Kartell as the determining factor in Germany’s 
economic structure, so now the Kartell again established 
itself as the successor to the Konzern. The same summer 
that saw the dissolution of the vertical combines witnessed 
the re-erection of the steel cartels and the solution of the 
old problems of the coal cartel. The Konzernsterben 1 
(death of vertical combinations) brought the cartel move¬ 
ment again into the limelight. In 1925, the problem no 
longer was the utilization of funds or of borrowing capacity, 
no longer the assurance of a regular supply of raw materials, 
but the strengthening of the competitive power and the re¬ 
duction of all costs including those of competition. Vertical 
combinations that were strictly complementary and in line 
with these new tendencies, survived. But they were rather 
an exception. The prime aim of industry was no longer 
the control of production from the raw material to the 
finished product. It had turned to the advantages of large 
scale production and specialization. Since 1925, cartels 
again regulate the markets and reduce selling expenses; and 

1 Das Spezial-Archiv, Vereinigte Stahlwerks Aktiengesellschaft DUsset- 
dorf 1927, p. 8. 
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trusts—more or less horizontal—are lowering the cost of 
production through increases in output, standardization, 
specialization, and the extreme division of labor. Both de¬ 
velopments go on side by side. Coal cartel as well as dye 
trust, potash cartel as well as steel trust, are basic and typical 
phenomena of the Germany of today. Both forms of com¬ 
bination have their proper place in the economic structure 
and neither will be able to replace the other. Both of them 
when strong and efficient tend to increase the sphere of their 
influence and are thereby likely to become international. 
The area of Germany, now about two-thirds that of Texas, 
does not permit much extension of the domestic market. 
But that is not the only reason for international agreements. 
Interdependent parts of one economic unit have been separ¬ 
ated through the new boundary lines of the Treaty of 
Versailles, e.g., iron and ore of Lorraine and the coal and 
coke of the Ruhr District. International agreements tend to 
ameliorate these conditions. The growing number of inter¬ 
national cartels and trusts, originating in Germany, are a 
sign of restored order and equilibrium. The process of re¬ 
organization after the war is making rapid progress. 



CHAPTER III 


The Problem of Regulation and Supervision of 
Cartels up to the Enactment of the Law 
of November 2, 1923 

The Problem up to the World War .—As soon as the first 
cartels had been organized, this new form of industrial 
organization came to be the centre of public interest. At 
that time attacks on the cartels were linked with attacks on 
the then prevailing protective tariff. It was argued that 
without tariffs cartels could not exist and that the two worked 
hand in hand towards higher prices. This interrelation was 
argued extensively without any consequence for the cartel 
movement. The present opinion is that the protective tariff 
was neither reason nor starting point for the development; 
that the movement, however, was in its early years greatly 
strengthened and favored by the tariff. 

Criticisms and discussions of the system practically never 
stopped. Particularly during times of depression attacks 
within and outside the Reichstag were frequent. The con¬ 
sumer and parliament were not yet convinced of the de¬ 
sirability and necessity of cartels and regarded them as a 
possible menace to the public welfare. Accordingly a move¬ 
ment developed to fight cartels or at least to put them under 
strict supervision. On the other hand, leading economists 
and the government took a critical and preoccupied attitude. 
They doubted the economic desirability of undertaking any¬ 
thing against the cartels, since the small enterprises which 
are now independent would most likely be eliminated if un- 
34 
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restricted competition should be reestablished. 1 This point 
of view has always been more or less clearly taken by the 
German government. 

The boom year 1900 saw the first cartel debates in the 
Reichstag. At the peak of prosperity the demand for, and 
the consumption of, coal had become so great that the 
existing mines—combined in the coal cartel—could not meet 
it. To prevent overdevelopment and overcapitalization of 
the coal-mining industry the cartel refused to open up new 
mines, contending that the peak demand could not last. The 
coal scarcity that followed led to bitter attacks on the cartel. 
It was suggested in the Reichstag that cartels with mono¬ 
polistic tendencies be subjected to government control, and 
that a thorough investigation of the effects of cartels upon 
the general public be made. No definite steps were taken 
however. A few months later, during the depression that 
followed, the normal coal production could not be absorbed 
by the market. It is worth while to consider in connection 
with this incident the present overcapitalization of the English 
and American coal-mining industry. 

In 1902, two years later, at a meeting of the tariff com¬ 
mittee the social-democrats offered a motion to eliminate all 
duties on goods which were sold abroad by German cartels at 
prices lower than the ones charged in Germany. The 
national-liberals went so far as to favor the decrease or 
elimination of all duties on goods which in Germany were 
controlled by cartels. The government answered to both 
motions that before any legislative act could be passed, clarity 
would have to exist on all phases of this complex problem. 
The cartel investigation during the period 1903 to 1906 was 
the outcome of this controversy. 

The result of the investigation, published in five volumes 

1 Argument advanced in the official statement accompanying the pro¬ 
mulgation of the Cartel Law of November 2, 1923. 
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and called “ Kontradiktorische Verhandlungen uber deutsche 
Kartelle is a very valuable collection of material. It did 
not, however, lead to a change in the governmental attitude 
of non-interference with the cartels. An official statement 
of the government announced that during the investigation 
itself the tendency had been to have the opposing parties 
settle their difficulties and differences without applying to 
the authorities. 

In 1908, another downward swing of the business cycle 
again brought the matter before the Reichstag. The centrist 
party proposed a strict supervision and control of cartels by 
the government and a registry in connection therewith. Not 
one member of the Reichstag spoke in defence of the cartels 
and the administration in fighting the proposals to continue 
the policy of neutral observation thus appeared like a de¬ 
fender of the cartels. The stand taken by the Reichstag in 
1908 was not exceptional. Later discussions showed the 
political parties in a similar line-up. The failure of any 
general law to pass may be ascribed to lack of constructive 
proposals and the difficulty of accurately predicting the 
economic consequences of such a step. For party propa¬ 
ganda purposes the Reichstag sided with the general public 
by criticizing the unpopular cartels. The members, how¬ 
ever, objected to any half solution or legislation, the good 
economic consequences of which could not be established 
beyond doubt. The government remained a neutral 
observer. 

During the war the mobilization of the nation’s industry 
and all its productive power led to a number of cases where 
the government interfered directly or indirectly with cartels 
and their policies, even going so far as to force certain in¬ 
dustries into cartels. The neutral observer became a dictator 
during the time of emergency. A similar movement could 
have been seen in the United States where the Federal govern- 
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ment took over temporarily the administration of the rail¬ 
roads. A detailed statement of the war measures is beyond 
the scope of this discussion. 

The Era of Unofficial Supervision After the War. —Im¬ 
mediately after the war a plan was widely discussed to re¬ 
erect the economic structure of Germany in such a way as to 
have all economic activity conducted for the public welfare 
and under the control and supervision of the community. 
The Wissel-Mollendorff program, as presented to the Nation¬ 
al Assembly in May, 1919 by the minister of commerce, 
Wissel, intended to combine all enterprises and associations 
of each industry in a public law corporation, to have all in¬ 
dustries combined by means of representation in an economic 
parliament and to have the whole supervised by the empire 
through its minister of industry. The program as such was 
not adopted, but a number of special laws were passed which 
realized it in part. The first and perhaps most important 
of all is the Law Regulating the Coal Industry ( Kohlen- 
wirtschaftsgesetz) of March 23, 1919, creating the Reichs - 
kohlenrat (Federal Coal Council). The Law Regulating 
the Potash Industry of April 24, 1919, and the Law Socializ¬ 
ing the Electrical Industry of December 31, 1919, belong to 
the same group. These laws are generally known as the 
socialization laws; they will be more adequately dealt with 
later on. When the Wissel-Mollendorff program as such 
fell through, it meant that the plan of general government 
supervision of all economic activities (including cartels) fell 
with it. The government, however, recognized its obliga¬ 
tion, in periods of monopolistic power on the part of cartels, 
to harmonize the interests of all groups of the nation. Mere 
observation would not any longer suffice and through un¬ 
official supervision the government tried to find ways to 
eliminate abuses practiced by the cartels. 

A cartel law was not considered a practicable solution, 
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since it would have hampered the free development of busi¬ 
ness and would have interfered with one form of organiza¬ 
tion in favor of the others. The national organizations of 
industry and trade, too, recognized the danger threatening the 
whole cartel development arising out of the abuse of their 
power by some of the cartels. They, therefore, offered their 
services to the Reichswirtschaftsminister (minister of eco¬ 
nomic affairs) to help in the elimination of these abuses. 

The general public heard very little about the supervision 
of cartels which the Reichswirtschaftsminister began about 
1919. iSince cartels were recognized as a necessary conse¬ 
quence of the economic structure and development in Ger¬ 
many, the supervision restricted itself to the action of cartels. 
The intention was, in cooperation with the national associa¬ 
tions, to create a code of cartel ethics and to confine the field 
of activity of cartels. 

The means applied towards the achieving of such a goal 
were primarily assistance in the establishment of agencies 
which would settle complaints and disputes out of court and 
without government interference. The Reichsverband der 
Deutschen Industrie (National 'Association of German In¬ 
dustry), the Zentralverband des Deutschen Grosshandels 1 
(Central Association of the German Wholesale Trade), and 
the Houptgemeinschaft des Deutschen Einselhandels (Head 
Association of the German Retail Trade) were vitally in¬ 
terested in uncovering and remedying abuses practiced by a 
cartel, which might be used as arguments against the whole 
system. To this end everyone of the three national associ¬ 
ations first created a cartel mediation board in its own 
organization. From this, the development quite logically 
went toward the creation of a cartel mediation board to settle 
disputes among members of different national organizations. 
Upon the suggestion of the Reichswirtschaftsminister such 

1 Now Reichsverband des Deutschen Gross - und Uberseehandels. 
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a board was established at the end of 1921. This Kartellei- 
nigungsstelle (Cartel Mediation Board) functioned satis¬ 
factorily in most instances. Occasional exceptions were due 
to the fact that the board had no means of enforcing its 
summons or decisions, but depended solely upon the influence 
of the national associations. 

During the same time the general public did not remain 
inactive. The consumer felt that he had to stand all the 
burdens and consequences of the rapidly changing price 
level. A stronger feeling against cartels was the inevitable 
consequence and the summer of 1920 saw the problem again 
before the Reichstag. The government was requested to 
investigate the influence of cartels on the existing high prices. 

In 1921 the government was once more requested to in¬ 
vestigate the cartels. The Reichsrat resolution of June 16, 
1921, made the abuse of economic power its starting point. 
Both, Reichsrat as well as Reichstag—the latter on July 7, 
1921'—requested governmental proposals for the continual 
supervision of cartels. 

The Reichswirtschaftsminister answered on November 30, 
1921, in a written statement. While the investigations were 
not yet concluded, so the minister reported, representatives 
of the cartels and of those most affected by them had been 
brought together with the view of having them agree on 
general principles as to what would be considered permissible 
and equitable. The national associations in which the whole 
German industry, all trade, all banking business, etc., are 
combined, agreed — according to the statement made — to 
settle all differences due to excesses of cartels, amongst them¬ 
selves, i.e., out of court. In the minister’s opinion the time 
for interference with the free development of cartels had not 
yet come. In due time the government would present the 
necessary measures to the legislature.—An advisory council 
composed of members of both houses was affiliated with the 
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Reichswirtschaftsminister, in order to have the state of the 
public mind regularly brought to the attention of the depart¬ 
ment. This council, however, remained inactive and never 
exercised any influence on the development of the cartel 
question. 

The Drive of the Cooperatives for a Cartel Law. — The 
Kartelleinigungsstelle (Cartel Mediation Board) had no in¬ 
fluence whatsoever upon the settlement of disputes between 
cartels and cooperative stores. The latter are very numer¬ 
ous, strong and well organized in several national organiza¬ 
tions, among them the Reichsverband Deutscher Konsum- 
vereine (National Association of German Cooperative Re¬ 
tail Stores). Standing outside of the the three national 
organizations that had established the Cartel Mediation 
Board, the cooperatives had to protect their own interests. 
These ran counter to the interests of the organized whole¬ 
sale trade, since the volume of business done by the co¬ 
operatives warranted direct purchases from the producing in¬ 
dustry. The controversies found their expression in ex¬ 
clusive contracts which were entered into by the industry 
and the wholesale trade. Direct purchases from the pro¬ 
ducer were thereby made impossible for the cooperatives. 
That the cooperatives were bigger than many wholesalers 
was not taken into consideration. The wholesale trade was 
afraid of being eliminated altogether and the industry was 
a willing ally against the cooperatives since it, as well, dis¬ 
liked the idea of strong consumers’ organizations and the 
gradual extension of their activities into more remote fields 
of business enterprise. It was an antagonism between two 
fundamentally different conceptions of the ideal economic 
structure. 

The day following the publication of the written reply of 
the Reichswirtschaftsminister to the Reichstag inquiries, the 
cooperatives, combined in the Reichsverband Deutscher 



REGULATION AND SUPERVISION OF CARTELS 4 i 

Konsumvereine, petitioned the Reichstag to enact a stringent 
cartel law, the outline of which was contained in the petition. 
This happened on December i, 1921. A few weeks before, 
a similiarly sweeping petition had been made to the Reichs¬ 
tag by one of the smaller national associations. 1 No action 
had been taken in the meantime. Now at last the legal 
machinery was set in motion since the cooperative move¬ 
ment is a factor to be reckoned with in politics. Both peti¬ 
tions came up in the Reichstag on March 23, 1922; but dis¬ 
cussion was postponed after some concessions had been made 
to the cooperatives. Almost ten months later, on January 
16, 1923, a Reichstag committee passed on the petitions and 
decided, against the arguments put forth by the representa¬ 
tive of the government, to request the government to present 
as soon as possible a bill which would eliminate cartel ex¬ 
cesses and provide for the sharp control and supervision 
outlined in the petition of the cooperatives. Another com¬ 
mittee deliberating about the stimulation of the building 
trade adopted the very same resolution. Since this latter 
resolution happened to be the first to reach the Reichstag 
and to pass the house, the decision of the Reichstag to 
create a cartel law was already established before the co¬ 
operatives’ petition reached the Reichstag a little later. 
Again the situation was as in 1908: The Reichstag favored a 
cartel law and the government objected. Preparations for 
the bill were immediately started in the Reichswirtschafts - 
ministerium (Ministry of Economic Affairs) ; they were, 
however, allowed to lapse when in the spring and summer of 
1923 the public interest and the working capacity of the 
ministry were fully absorbed by the Ruhr struggle and the 
catastrophe of the currency collapse. 

In spite of all it may be doubted whether a cartel law 
would have been enacted if the collapse of the German cur- 

1 Reichsverband der Puts-Detaillisten-Vereintgung Deutschlands E. K. 



42 


CARTELS, COMBINES IN POST-WAR GERMANY 


rency in 1923 had not tremendously increased the power of 
cartels and their unpopularity. Through their efficient 
organization as Konditionenkartell, the cartels were able to 
enforce such conditions in all their contracts as to pass on 
the full risk of depreciation of the currency to the other 
party. iSome of the typical arrangements were: full pay¬ 
ment with order, prices subject to changes until paid in 
full, or prices in gold currency. 

More and more disputes came before the Reichswirt- 
schaftsminister to be settled. His urge to organize a media¬ 
tion board for cooperatives and cartels met with passive 
resistance on the part of the cooperatives which relied on 
their Reichstag petition. After long-drawn-out deliberations 
in the spring of 1923 a mediation board was agreed upon, 
though its effectiveness was questioned from the beginning. 



CHAPTER IV 


The Cartel Law of November 2, 1923 

The Enactment of the Law .—In October, 1923, the atti¬ 
tude of the government towards cartel legislation changed 
when Reichskanzler Stresemann made his debut before the 
Reichstag. He recognized as warranted the growing indig¬ 
nation of the retail trade, the consumer, and the general 
public. When he outlined his program he promised measures 
to combat the over-expansion of the cartels and their apparent 
excesses. On October 13, 1923, the Stresemann govern¬ 
ment was authorized to issue decrees with the force of law 
although not formally enacted by the Reichstag. And 
Stresemann did not lose any time. The Reichswirtschafts - 
ministerium had to conclude the preparation of the bill in 
spite of all the antagonism it felt against such a measure and 
on November 2, 1923, the law was enacted by decree of the 
Stresemann government without having been presented to 
the Reichstag; the government availed itself of the semi- 
dictatorial powers conferred upon it to steer Germany 
through its darkest days, November, 1923. On November 
20, 1923, the law went into effect, the dollar having in the 
meantime reached its peak and final price of four trillion 
two hundred billion paper marks (4,200,000,000,000.00 M). 

The extraordinary circumstances attending its enactment 
have their bearing on the validity of the law. First, doubts 
existed as to whether the cartel law had ever been valid, and 
second, its status was somewhat insecure. It has just been 
mentioned that the law was enacted without having ever been 
presented to the Reichstag on the strength of the semi-dicta- 
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torial powers conferred, October 13, 1923, on the Strese- 
mann government. The law was enacted and dated No¬ 
vember 2, 1923, (this date is part of its official name), but 
it was published only one day later, on November 3, 1923, 
and in the meantime the socialist members of the government 
had resigned their positions thereby automatically cancelling 
the extraordinary powers conferred upon the government. 
In the first case before the newly created cartel court, one 
party argued the invalidity of the cartel law; but the court 
held that as long as the government had the extraordinary 
powers when enacting the law, the law was valid and could 
not be affected by any change in the government subsequent to 
enactment but before publication. Later discussion brought 
out the fact, that the socialists had tendered their resignations 
to the Reichsprdsident (president) before the publication 
of the law; but that they had received notification in writing 
of the acceptance of their resignations only after publication 
of the law, at which time, therefore, 1 the government was still 
in unchanged possession of the extraordinary rights. 

The other uncertainty touching the validity of the enact¬ 
ment was due to the fact that the government had dictatorial 
powers only with the limitation that all decrees issued on the 
strength of the authorization of October 13, 1923, had to 
be abrogated by the government upon request of the Reichs¬ 
tag. Because the Reichstag has not yet made such a re¬ 
quest in regard to the cartel law, the law is still in force. 
Writers on the subject, however, hold that the continuance 
of the law is much more safely assured by the general con¬ 
sensus of opinion than appears to be the case when only the 

1 It is a general principle of German law that the acceptance of an offer 
does not become effective until notification of the acceptance is received 
by the other party. The Civil Code (General Part) stipulates in section 
130 (BGB, § 130) : “ Eine Willenserkl'drung, die einem anderen gegenuber 
absugeben ist, tvird, wenn sie in dessen Abwesenheit abgegeben wird, in 
dem Zeitpunkt wirksam, in welchem sie ihtn xugeht.” . 
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circumstances of its enactment are considered. An early re¬ 
peal is not to be expected. 

THE POINTS AT ISSUE 

The Requests of the Cooperatives. — The petition of the 
cooperatives to the Reichstag outlined a cartel law based on 
the following features: 

(1) The creation of a cartel registry. 

(2) The creation of consumers' councils within the 
cartels. 

(3) The right of the government to veto resolutions of 
the cartels when requested by the councils to do so. 

In spite of all the arguments put forth by the government, 
the Reichstag committee and finally the Reichstag itself in 
its resolution of March 14, 1923, accepted these three points 
and requested the government to draft the bill accordingly. 
These requests as well as all others voiced in the Reichstag 
did not aim at a neutral supervision of cartels, but indicated 
opposition against cartels as such. The government was 
strongly opposed to such extreme measures. It had to 
reconcile these demands with the economic developments. 
Fundamental changes of the last decades could not sum¬ 
marily be undone and the government considered combina¬ 
tions on a wholly capitalistic basis (trusts and combines) 
to be more dangerous to the common welfare than the 
cartels. The registry had been demanded by some writers 
in the cartel literature already for many years. But 1923 
was not a year to put additional heavy burdens on the 
government that was fighting the Ruhr struggle. And the 
practical value of a registry can easily be over-estimated. 
The government can get the information it needs for legis¬ 
lation, supervision, etc., by cheaper means. The demand 
for consumers' councils was just as badly timed. In a 
country with a rapidly depreciating currency, cartels had to 
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work quickly and smoothly if they wanted to hold their own 
against the big vertical combines just then flourishing (e. g., 
the Stinnes Konsern ). Consumers’ councils would prevent 
cartels from acting and these councils had their proper place 
only in the forced cartels. 

'When the Stresemann government took charge of affairs, 
the dilemma was still exactly what it had been when the 
Reichstag passed the sweeping resolution. Vested with 
semi-dictatorial powers, Stresemann chose a middle course 
between the two conflicting views, neither outlawing nor 
privileging the cartel movement. The law of November 2, 
1923, is directed against abuses of economic power. As 
such it could not be directed against one single form of 
combination, but had to outlaw all abuses of economic power 
disregarding the way in which the powerful position had 
been gained. Trusts, vertical combines, and cartels are, 
therefore, affected by this law. 

The Private Boards .—The cartel law as enacted did not 
replace the private boards with governmental authority. It 
only places the governmental supervision on a legal basis 
and supplements the private boards with the possibility of 
direct governmental interference. The method of super¬ 
vision remained the same; it was only made easier by a few 
safeguards that past experience had shown to be desirable. 
The Reichswirtschaftsminister now has the right to demand 
a copy of a cartel agreement and his approval is needed when 
a bond which shall be forfeited in case of breach of the 
agreement is required by that agreement. 

In the opinion of the administration the private boards had 
encountered certain difficulties which should be eliminated 
by the new cartel law. Perhaps the greatest of the difficulties 
was that no pressure could be brought upon parties hostile 
to the idea of private mediation and arbitration. Negotia¬ 
tions were frequently dragged out for months and the 
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national organizations could not bring unwilling parties to 
an open discussion of their controversies. A summons 
could not be issued. Two remedies were advocated: to 
make the boards obligatory which would have destroyed their 
private character, or to create an authority which could act 
whenever the private boards were unable to settle an issue. 
The Reichswirtschaftsministerium endeavored not to change 
the character of the private boards since past experience had 
shown these mediation boards of the national associations 
to be quite efficient and due to their intimate knowledge of 
the complex economic structure well able to discharge the 
duties undertaken by them. Hence, the possibility of 
government interference was created to give these boards 
the necessary backing. 

The Supplementary Cartel Court. —If strengthening of 
the private boards was the intention of the new law, this aim 
was well realized through the creation of a special court 
with the possibility of quick action. For the Kartellgericht 
(cartel court) a number of arguments can be presented. 
Questions which would reach the courts will often be so 
important and intricate that to have them decided by the 
usual courts with appeals and petitions for revision to the 
higher courts would be a waste of time and introduce an 
element of uncertainty which would be a hindrance to normal 
developments. It could further be argued that the usual 
courts might be unable to reach a decision best safeguarding 
the public interest, because of their conservatism and inability 
to understand the growing needs of the complex economic 
situation. Besides, in cases of abuse of economic power, 
the ordinary procedure was too slow to prevent serious 
damage from being done. Quick action is indispensable 
and may prevent the abuses altogether. The present solu¬ 
tion of the two problems just discussed leaves it to the 
Reichswirtschaftsminister to decide whether he wants to 
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apply to the private boards first or not. He is given the 
power to bring action immediately before the special cartel 
court. 

Powers of the Reichswirtschaftsminister. —The position 
the minister should occupy in the new scheme was one of the 
great problems. Should he be the only one that could bring 
suits or actions before the cartel court? Should he be 
authorized to act directly, i. e., without approval by the 
cartel court? On both points a compromise was finally 
adopted. The department succeeded in getting the cartel 
court established primarily as a part of the administration . 1 
As in criminal procedure, only the state through its attorney 
can as a rule bring suit before the cartel court. The state is 
represented through the Reichswirtschaftsminister and he is 
part of the administration. Two exceptions are recognized 
by laws: the one where a party desiring to give notice of 
withdrawal from the cartel may appeal to the cartel court 
to have its right of withdrawal recognized. The second ex¬ 
ception is where the decision of an ordinary lawsuit depends 
upon a question properly belonging before the cartel court. 
In such instances the ordinary court will adjourn the case 
until the cartel court upon request of either party has de¬ 
cided the particular question. But even in such cases the 
Reichswirtschaftsminister should bring the matter before 
the cartel court and only in case of his failure to do so may 
the parties act directly. 

At the time when the problem as to whether the minister 

'Technically the cartel court was established by section n of the 
cartel law which again in a technical sense is a decree based on the law of 
authorization ( Ermdchtigungsgesets ) of October 13, 1923. This fact is 
expressly stated in the preamble of the cartel law which reads as follows: 
41 On the strength of the law of authorization of October 13, 1923 (pub¬ 
lished...) the Reichsregierung (Imperial Government) decrees.” Only 
in its effects the cartel court is more closely connected with the adminis¬ 
trative than with the judicial branch of the government. 
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should be authorized to take any action without approval 
of the cartel court was decided, his rights were rather 
limited. A few thought it expedient to have the minister 
act independently and quickly in case of need, while the 
others in the interest of stability and sanctity of law tried 
to eliminate direct actions by the administration altogether. 
Between the two, the present law is a compromise. Direct 
action on the part of the Reichswirtschaftsminister is limited 
to two cases: first, in the interest of the public welfare the 
minister may rule that every party to a certain cartel agree¬ 
ment or resolution may withdraw from said agreement or 
resolution without giving notice of it in advance, and second, 
the minister may demand that copies of all orders, regula¬ 
tions, etc., in connection with the execution of a certain 
cartel agreement or resolution be filed with him. 

After this discussion of the points at issue when the law 
was drafted—creation of a cartel registry, and consumers’ 
councils, abolition of the private boards and powers of the 
minister— the following survey of the different sections of 
the law and their application will be more readily understood. 

THE CARTEL LAW IN DETAIL 

The Scope of the Law. —As soon as one starts to examine 
the scope of the cartel law the first point noticed is the 
difference between the official title under which the law was 
published and the name that is generally applied to it. Its 
official name is Verordnung gegen Missbrauch wirtschaft- 
licher Machtstellungen vom 2. November 1923 (decree 
against abuse of powerful economic positions, of November 
2, 1923). On the other hand, the name most commonly 
applied to it is Kartellverordnung (abbreviated KVO, trans¬ 
lated cartel decree). Other expressions used are Kartellge- 
setz (cartel law) and Kartellaufsichtsgesetz (cartel super¬ 
vision law). This difference in nomenclature indicates that 
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there is an element of uncertainty in the scope of the law. 
The combinations falling under the law are described in 
sections one and ten. Except for the sections establishing 
the cartel court and outlining its procedure, all sections 
specifically refer to those two sections, in which the scope and 
content of the law are outlined. 

Section one: Cartels .—It is not stated that only cartels 
fall under the law, nor is a definition of a cartel given. 
And yet, these two points are covered in section one, which 
reads as follows: 

Section i. Agreements and resolutions which contain obliga¬ 
tions regarding the manipulation of production or of sales, re¬ 
garding the conditions to be observed in business transactions, 
regarding the method of fixing prices or regarding the demand 
prices (syndicates, cartels, conventions, and similar agreements), 
have to be executed in writing . 1 

While the law does not define the term “ cartel,” it 
apparently accepts the prevailing definition of Professor 
Liefmann which has been quoted on page 18. The cartel 
law, however, adds to the definition by enumerating 
the means by which the market may be dominated or in¬ 
fluenced. The independence of the contracting parties is 
an important factor in Liefmann’s definition and since it is 
implicitly accepted by the law, dependent parties cannot be 
members of a cartel falling under the cartel law. But when 
is an enterprise independent ? It has been said that an enter¬ 
prise is independent which produces what, how, where, when 
and as much as it desires to produce. Mere contractual 
limitations do not affect that independence. Loss of the 

1 § i: Vertrdge und Beschlusse, welche Verpfiichiungen iiber die Hand - 
habung der Erseugttng oder des Absatses, die Anwendung von Geschdfts - 
bedingungen, die Art der Preisfestsetsung oder die Forderung von Preisen 
enthalten ( Syndikate, Kartelle, Konventionen und dhnliche Abmachungen ) 
bediirfen der schriftlichen Form . 
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power to manage the business, however, would do so. The 
difficulty comes in when we consider the question whether 
artificial persons can be dependent at all. The ownership of 
the stock of a corporation has nothing to do with independ¬ 
ence ; the corporation has still the power to act as a majority 
of the stockholders wishes it to act. But if such an enter¬ 
prise is degraded to the function of a mere cog in the wheels 
of a combine and is in its production fully dependent on that 
combine, the corporation is no longer independent in the 
meaning of the law. It cannot be a member of a cartel. 

A community of interest may fall under section one of 
the law if it does not approach an amalgamation very closely. 
It fails to fall within the scope of section one whenever the 
community of interest has become an economic unit and 
w r hen the enterprises combined can in no way regain their 
independence. 

Cartels have tried to escape the regulations of the cartel 
law by maintaining that they were not cartels, in cases where 
all members had contracted with a third party (an agency 
of the cartel to be) and not with each other. But as long as 
the pursuit of a common cartel interest was the reason for 
these contracts with a third party, these uniform contracts 
are considered to imply the existence of a cartel. 

REGULATIONS BASED ON SECTION ONE 

All agreements and resolutions falling under section 1: 

must be in writing (section 1) 

are void when confirmed by word of honor or when 
solemnly ratified in any other way (section 2) 
are void when they exclude or hinder an appeal to the 
cartel court or when they destroy the effectiveness of the 
cartel law or when they try to get around it (section 3) 
when endangering the common welfare or business as a 
whole, they may be (section 4) : 
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(1) voided by the cartel court upon application by the 
minister or restricted in the ways of their execu¬ 
tion by the court, 

(2) cancelled by anyone of the contracting parties 
without prior notice upon a decree authorizing 
such action, which the minister may issue, 

(3) investigated by the Reichswirtschaftsminister in 
which case the agreements and resolutions can 
come into force only after the minister has re¬ 
ceived a copy of them (and acquiesced—added by 
the author; not in the text) 

can be cancelled by any one of the contracting parties with¬ 
out prior notice for reason of weight (section 8) 
cannot be secured by a bond without the approval of the 
presiding judge of the cartel court. The same approval 
is needed where the cartel desires to take drastic steps 
against one or several enterprises to force them to yield. 
The application of the sharpest means of pressure against 
cartel members, outsiders, or third parties is made de¬ 
pendent upon the approval of the presiding judge of the 
cartel court (section 9). 

Except for section ten and the sections about the cartel 
court and its procedure, the above is an outline of the whole 
cartel law. Sections four, eight, and nine call for some 
additional comment to show how the law has worked out in 
practice. 

Section Four .—The law is not directed against cartels; 
it only regulates certain of their relations. The nearest the 
cartel law ever approaches to dissolution of a cartel is in 
connection with the regulation contained in section four 
according to which in case of danger to the public welfare 
or business as a whole objectionable cartel resolutions and 
regulations may upon application by the minister be voided 
by the cartel court or a certain way of executing them may 
be forbidden. Paragraph two of the same section cites as 
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examples (not exclusive) of instances where business as a 
whole or the public welfare are to be considered in danger, 
when without national-economic justification the production 
or the sale is curtailed, prices raised or maintained at a high 
level or when in cases where prices are expressed in gold 
additional charges for risk (inflation risk) are made or when 
the economic freedom is inequitably interfered with through 
exclusive purchase or sales agreements or through the fixation 
of discriminating prices and conditions. Originally it was 
expected that this section would be one of the most import¬ 
ant of the whole law. However, it turned out to be other¬ 
wise. Up to January i, 1927, out of a total number of cases 
in excess of 1700, only 22 cases were based on sections four 
or ten of the law and brought before the cartel court by the 
minister of economic affairs. In all 22 instances, the defend¬ 
ants complied with the wishes of the minister before the 
court could reach a decision. The administrative features 
of paragraph three of this section have occasionally been ap¬ 
plied, e. g., in January, 1928, as sequel of the steel price in¬ 
crease, the minister compelled all steel cartels to report a de¬ 
cision on prices before putting new rates into effect. 

Section Eight .—Just the reverse is true of section eight. 
Originally not considered so very important, it proved to be 
•the most important part of the law. By far the bulk of all 
litigation based on the cartel law centers on section eight* 
This section created for all members of a cartel the right to 
withdraw for reasons of weight from the cartel without giv¬ 
ing notice in advance. The decision of a great number of 
cases depended upon the attitude of the court as to what 
should be considered a reason of weight. On account of the 
wide application which this section has found, a number 
of reasons will be listed which the court has considered im¬ 
portant enough to justify immediate withdrawal from a 
cartel. 
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(1) A decrease in the number of members of the cartel which 
seriously endangers the aims of the cartel or makes their 
achievement altogether impossible. 

(2) A permanent decrease of the percentage of the total pro¬ 
duction combined in the cartel. An increase of out¬ 
siders from 5% to 20% of the total production has been 
considered sufficient reason for withdrawal. 

(3) Mergers within the cartel. Upon entering the cartel 
every member figures on a certain influence he is going 
to have on the affairs of the cartel. If later on one 
member of the cartel succeeds in absorbing other mem¬ 
bers to such an extent as to dominate the cartel, members 
who have lost their power of influencing the policies of 
the cartel may withdraw. 

(4) A radical change in the aims and purposes of the cartel 
may be a reason for withdrawal. 

(5) If the cartel fails to adapt itself to changing conditions to 
such an extent as to seriously affect the interests of some 
of its members, these members may have a right to with¬ 
draw. 

(6) The establishment of a community of interest between 
some members and outsiders, may be a reason of weight. 

(7) Personal reasons, as, e. g., such a poor financial condition 
as to make the payment of dues impossible (hard or 
unwise, is not sufficient). 

(8) If the cartel discipline has broken down or been stiffened 
to an unreasonable extent, those suffering have a right to 
withdraw. 

(9) The cartel may expel a member for continuing breaches 
of the cartel discipline, intentional disregard of the mem¬ 
ber’s obligation arising out of the cartel agreement, or 
for disposing of his business to outsiders. 

As an example of the legal complexities involved in the 
cartel law the question of the effect of the withdrawal notice 
on the existence and on the activity of the artificial person 
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in the form in which cartels are usually organized should be 
discussed. Does the corporation or G.m.b.H . continue to 
exist when its cartel character has been destroyed? Does a 
withdrawing member remain a partner in the G.m.b.H or 
stockholder in the corporation ? Before the Artel law was 
passed the Reichsgericht (supreme court) held that since 
a withdrawal of a partner from a G.m.b.H . or the with¬ 
drawal of a stockholder of a corporation was unknown to the 
law, no withdrawal from such a cartel was possible. The 
latest decision to that effect dates from October 30, 1923, 
three days prior to the enactment of the cartel law. Since 
from a legal standpoint the transaction of organizing a cartel 
involves two contracts, one subject to the corporation law and 
the other one, the obligation between the members of the 
cartel, to the cartel law, the cartel court has no jurisdiction 
over what happens when a member has withdrawn from a 
cartel and these questions have to be settled in -the civil courts. 
It was therefore the Reichsgericht (a civil court) which re¬ 
vised its own decision which had denied the possibility of 
both the withdrawal from a cartel and the withdrawal of a 
stockholder from a corporation. Since the withdrawal from 
a cartel was now expressly legalized, the Reichsgericht held 
in its decision of July 2, 1926, that withdrawal is possible 
from a corporation or G.m.b.H. even if the organizations 
in question continue to exist. The court argued that a con¬ 
tinued partnership in a G.m.b.H . or part ownership in a 
cartel corporation is incompatible with the cancellation of 
the cartel obligations. The corporation has the right to 
redeem the stock held by the shareholder who withdraws 
from the cartel for a just compensation. The same applies 
to the G.m.b.M . This decision cannot be based on any 
section of the codified corporate law or the G.m.b.H. law and 
represents a victory of the principles of business expediency 
over the strict letter of the law. 
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Section Nine .—The last section based on section one which 
merits investigation, is section nine. It permits the applica¬ 
tion of economic pressure against members of a cartel, out¬ 
siders and third parties after the approval of the particular 
action by the presiding judge of the cartel court has been 
secured. 1 Before the enactment of the cartel law the applica¬ 
tion of economic power was hardly hampered. The law 
against unfair competition (discussed at some length in the 
following chapter), while rigidly enforced and quite success¬ 
ful, regulated only the relations between competitors and did 
not affect the relations between seller and buyer. Also 
section 138 of the Burgerliches Gesetzbuch (civil code) 
which declares void all otherwise legal transactions directly 
opposed to public policy, 2 afforded little or no protection. A 
number of cases came before the Reichsgericht to ascertain 
the limit to which cartels could go to force outsiders to 
join. The court held all means legal as long as the very 
existence of the outsider was not threatened. Before enact¬ 
ment of the cartel law all such questions were decided 
strictly as questions of civil law, now they are largely a 
question of public law protecting the whole nation’s economic 
system and the public welfare instead of private rights. 
Section nine of the cartel law brought about this change. It 
recognizes as legal, pressure brought to bear upon outsiders 
to have them join the cartel; drastic steps, however, are not 
approved by the presiding judge of the cartel court. During 

1 KV, §9: Auf Grund von Vertrdgen oder Beschlussen der im §r 
bezeichneten Art ditrfen ohne Einwilligung des Vorsitzenden des Kartell - 
gerichts Sicherheiten nicht verwertet and Sperren oder Nachteile von 
dhnlicher Bedeutung nicht verhdngt werden . 

Die Einwilligung ist zu versagen, wenn die Massnahme eine Gefdhrdung 
der Gesamtwirtschaft oder des Gemeinwohles enthalten oder die wirt- 
schaftliche Bewegungsfrciheit des Betroffenen unbillig einschrdnken 
wiirde . 

2 BGB, § 138: Ein Rechtsgeschdft, das gegen die guten Sitten verstosst, 
ist nichtig. 
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the first three years since the enactment of the law, permis¬ 
sion to use economic force was granted in 59 instances. It 
was denied in 116 cases. 

Section Ten .—All the regulations discussed so far are 
based on section one. The other section outlining the scope 
of the cartel law is section ten. This section rests on a much 
broader basis and indeed it seems to be so sweeping that the 
original text will be quoted. It reads: 

Whenever standardized contracts or the methods of fixing 
prices adopted by enterprises or combinations of enterprises 
(trusts, communities of interest, syndicates, cartels, conventions, 
and similar combinations) are apt to endanger business as a 
whole or the common welfare (section 4 paragraph 2) through 
misuse of a powerful economic position, the cartel court may. 1 ... 

Section 4, paragraph 2, referred to in the text, lists some 
examples where business as a whole or the public welfare 
have to be considered as in danger and has been discussed 
already on page 53. Section ten, quoted above in part, 
is fundamentally different from section one and quite unique. 
It empowers the cartel court in case of the existence of 
certain conditions to declare publicly upon the request of 
the Reichswirtschaftsminister that all parties who have 
contracted under such conditions, have the right to cancel 
their contracts with the combination or trust. This is a 
direct interference with the law of contracts, a one-sided 
right to withdraw from a contract entered into voluntarily, 
the terms of which were fixed by one party, the economically 
powerful one, and fixed by that party in such a way as to 

1 KV, § 10: Sind Geschdftsbedingungen oder Arten der Preisfest- 
setzung von Unternehmungen oder von Zusammenschlussen solcher 
( Trusts , Interessengemeinschaften, Syndikaten, Kartellen, Konventionen 
und dhnlichen Verbindungen) geeignet , unter Ausnutzung einer wirt - 
schaftlichen Machtstellung die Gesamtwirtschaft oder das Gemeinwohl 
zu gefdhrden (§4 Abs. 2), so.... 
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endanger business as a whole or the common welfare. The 
application of this section is very much limited by the fact 
that it may only apply where advantage has been taken of a 
powerful economic position. The term “ powerful economic 
position ” has been interpreted to mean monopoly. That 
considerably limits the number of enterprises that might 
possibly fall under this section. Another factor tending in 
the same direction lies in the fact that few monopolies are 
of importance for business as a whole or for the common 
welfare. This will be especially hard to prove in case of 
local monopolies. When the law was first published this 
section as well as section four, already discussed, were con¬ 
sidered the stipulations of the greatest importance and likely 
to be applied most frequently. Just the reverse has 
happened; neither one of them seems to be of any import¬ 
ance and while widely discussed in the literature on the cartel 
law, no decision based on either one of them has as yet been 
found by the author and none is contained in the list of 62 
decisions of the cartel court, briefly outlined at the end of 
Goldbaum’s commentary, the most recently published book on 
the subject available (second edition, 1926). 

Summary of Sections One and Ten .—Broadly speaking, 
all cartels fall under the cartel law and its main provisions, 
which regulate the relationships between members of a cartel 
and between the cartel and the government. One special 
section (section ten) deals with the relations of cartels to the 
general public and includes besides cartels powerful organiza¬ 
tions of whatever structure (trusts, communities of interest, 
giant single enterprises). It will be noticed that a powerful 
economic position is not required in section one, but only in 
section ten,—not for cartels, but for capitalistic combinations 
in order that these combinations may fall under the law. 
The best summary of the subjective and objective scope of 
the law that is reasonably short and precise is perhaps the 
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following: The cartel law is concerned with two kinds of 
legal relationships, those between members of a cartel and 
those of powerful economic combinations of any kind with 
third parties. The exemptions are listed in section 19. All 
combinations which are based on a law or government decree 
(e. g., forced cartels) do not fall under the law; all conditions 
and prices, decreed or approved by the government or sub¬ 
ject to its objections or veto, may not be attacked under 
section ten of the law. These exceptions are very important 
since they apply to such cartels as the coal and potash cartel. 

The Cartel Court. —'Section 11 and the sections following 
create the cartel court and regulate its procedure. The 
court is established in connection with the already existing 
Reichswirtschaftsgericht (Federal Industrial Court). Its 
decisions are rendered by the presiding judge and four asso¬ 
ciate judges. The presiding judge and two assistants (to 
preside in the judge’s absence) are appointed by the Reichs - 
prasident (president) and must have the qualifications of 
a judge in the regular courts. One judge of the Reichs¬ 
wirtschaftsgericht (who need not have the legal training re¬ 
quired for a judge in the regular courts), two representatives 
of opposing economic interests and one experienced person 
expected to represent the public welfare independent of the 
two opposing views, act as associates. 

Quickness of action is one of the main reasons for the 
establishment of this court. Within the regulations of the 
law, the Reichswirtschaftsminister may at any time appeal 
tc the court to have cartel agreements or resolutions voided 
or modified; and since it is not burdened with other tasks, the 
cartel court will immediately attend to the case. Whenever 
controversies are pending before the private mediation boards 
and seem to make no headway, the minister may bring pres¬ 
sure to bear on the obstructing party by announcing his in¬ 
tention to have the cartel court solve the problem. 



CHAPTER V 


Legislation Against Unfair Competition 

Legislation against unfair competition as such, started 
in Germany in 1896. The law of May 27, 1896, dealt with 
deceptive advertising of one's goods or services, deception 
in respect to quantity and quality of goods in retail, dis¬ 
paragement or misrepresentation of another's business, 
goods, services, etc., misappropriation of another's business 
designations, and unauthorized disclosure of trade secrets. 
Unfair competition not covered by this law was until 1909 
curbed by section 826 of the Civil Code. This section 
makes anyone wilfully inflicting an injury upon another in 
a way repugnant to good morals liable for damages. 1 The 
law of June 7, 1909, fills the gaps which were not covered by 
the earlier law or the general regulations of the Civil Code. 
The new law contains a number of additions and modifica¬ 
tions which experience had shown to be necessary. 

Section one of the new law is the most sweeping addition. 
It says: “ Whosoever in business affairs, for the purpose of 
competition, commits acts which are repugnant to good 
morals may be subject to an action to desist therefrom and 
to pay damages." Clearly this section has been modelled 
after section 826 of the civil code mentioned above.—-Special 
cases added to the list of acts of unfair competition, are 
certain methods of advertising and conducting closing-out 
sales or sales from a bankrupt stock, and furthermore bribery 
and corruption of employees for competitive purposes. 

1 BGB, § 826: Wer in einer gegen die guten Sitten verstossenden IVeise 
einem anderen vorsdtzlich Schaden zufugt, ist dem anderen zum Ersatze 
des Schadens verpflichtet. 
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LEGISLATION AGAINST UNFAIR COMPETITION 6l 

Section one is the backbone of the whole law, especially 
since the courts have been quite liberal in its interpretation. 
Artistic, scientific, legal, and medical activities are con¬ 
sidered business affairs within the meaning of the law. The 
moral consciousness of the public and the ideas of proper con¬ 
duct held by all honest and upright-thinking people are con¬ 
sulted by the courts when deciding whether or not a certain 
act is repugnant to good morals. 

Differences to be noted between section one and its model, 
section 826 of the Civil Code, are the elimination of the 
requirement that wrongful intent be proved, and the intro¬ 
duction of an injunction. These two sections do not exclude 
each other and cases are numerous which are based on both 
of them conjointly. 

The compelling of price maintenance by boycott or in¬ 
timidation could in some instances be prosecuted as unfair 
competition under the general provisions. While it has been 
shown how the cartel law undertook to settle this point, the 
decision of the Reichsgericht (Supreme Court of the Em¬ 
pire) of December 14, 1902, still holds its historical signi¬ 
ficance. This decision made the decisive factor whether the 
very existence of the competitor was threatened or not. If 
a plan adopted by a cartel threatened the existence of an¬ 
other’s business to the extent of weakening or undermining 
it and of substantially injuring his credit or his standing in 
the business world, it was repugnant to good morals and 
fell under section 826 of the Civil Code. 

Section three, four, and five of the law of 1909 attempt 
to prevent fraudulent advertisements designed to divert a 
competitor’s customers. Section three gives the civil remedy 
and section four makes the offender knowingly and inten¬ 
tionally deceiving the public punishable with imprisonment 
up to one year and with a fine up to RM 5000. The criterion 
as to whether a statement is incorrect or untrue is the sense 
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in which the public, or that part of the public for which it is 
intended, accepts it. Success in deceiving does not need to 
be proved for conviction. Eight classes of incorrect state¬ 
ments are listed in the law. Since they do not exclude 
others, they do not need to be discussed in detail. 

Sections six to ten concern bankruptcy and closing-out 
sales. They aim to prevent certain advertising and sales 
which are frequently used to lure people away from the places 
where they usually buy and which are used to sell goods of 
poor quality. In detail they stipulate: 

Section 6: A sale of bankrupt's assets, if no longer part 
of a bankrupt's estate, must contain no reference to the fact 
of bankruptcy. 

Section 7: (a) Advertisements of a sale must announce 
the reason for the sale, (b) Regulations concerning sales 
are to be issued by superior administrative bodies. 

Section 8: A fine and or imprisonment is provided in 
case of restocking for the purpose of a sale. 

Section 9: (a) Special sales are to be regarded as a sale 
for the purpose of this law. (b) Except in case of the 
customary season sales, they are to be fixed by the superior 
administrative bodies. 

Section 10: Penalties or imprisonment are provided for 
infringement of Sections 7 to 9. 

The next section, regulating deceptions concerning 
quantity and quality of goods, needs no special comment. 

Section 12, however, deserves some attention since it is 
an addition to the existing regulations. This section against 
bribing and corrupting employees makes it unlawful to carry 
competition that far. Violation of this provision is punished 
by imprisonment for not more than one year and with a 
fine not exceeding RM 5000. Both the donor and the donee 
are punishable. The bribe is forfeited to the state and 
damages may be recovered from the offenders. 
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Sections 14 and 15 prohibit the circulation of statements 
injurious to the business or the credit of a competitor when 
they cannot be proved. Such statements make the offender 
criminally and civilly liable. 

Section 16 relates to the unauthorized use of personal 
names, firm names, business designations, titles of works, 
etc. An injunction and recovery of damages are granted by 
the law. 

Sections 17 to 20 are directed against the practice of 
divulging trade secrets. Drawings, models, patterns, busi¬ 
ness addresses, etc., are thus protected against unauthorized 
disclosure. In addition to the penalties prescribed by section 
17, a civil action to recover damages is provided by section 19. 

All the remaining sections (of a total of 29) contain ad¬ 
ministrative provisions. The statute of limitations applies 
to injunctions and damages six months after knowledge of 
the injurious act and three years after the act, if it has not 
become known.—Foreigners are entitled to the same remedies 
if German business men enjoy a corresponding protection 
in the state in which the foreigner has his principal establish¬ 
ment. 

Section 25 deserves some special comment. According to 
this section injunctions based on the law against unfair com¬ 
petition may be issued even when the requirements for the 
issue of an injunction prescribed by sections 935 and 940 
of the Zivilprozessordnung (Civil Procedure Code) are not 
met. 1 An injunction based on nothing else but threatening 

1 ZPO, §935: Einstweilige Verfiigungen in Besiehung auf den Streit - 
gegenstand sind suldssig, wenn su besorgen ist, dass durch eine Verdn- 
derung des bestehenden Zustandes die Verwir kite hung des Rechts einer 
Partei vereitelt oder zvesentlich erschwert werden konnte. 

ZPO, §940: Einstweilige Verfiigungen sind atich sum Zwecke der 
Reg clung eines einstweiligen Zustandes in besug auf ein streitiges Rechts - 
verhdltnts suldssig , sofern diese Regelung, insbesondere bei dauernden 
Rechtsverhdltnissen sur Abwendung wesentlicher Nachteile oder sur Ver- 
hinderung drohender Geivalt oder aus anderen Grunden notig erscheint . 
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irreparable damages is unknown to the German law. When 
criminal actions are involved an injunction may only be issued 
when it can be proved that the protection afforded by the 
police and the criminal law is insufficient. “ Irreparable ” 
in the German law means physically irreparable; the financial 
circumstances of the other party are not considered. 1 These 
general principles are not affected by the law against unfair 
competition. Both sections, 935 as well as 940, require an 
individual claim before an injunction may be issued. Such 
a claim is only present where a right in personam exists or a 
right in rem has been disregarded. That a right in rem 
(possession, ownership, etc.) is threatened is usually not 
sufficient. It is in this connection that the law against unfair 
competition establishes an exception. Even before an in¬ 
dividual claim has come into existence an injunction may 
under this law be issued when anyone’s rights are threat¬ 
ened. 1 Furthermore, according to section 940 it has to be 
proved that the injunction appears necessary to prevent cer¬ 
tain happenings. For an injunction based on the law of 
unfair competition this proof is not required; a less con¬ 
vincing form of argument will prevail. 1 

The main effect of the law against unfair competition is 
the purification of competition and prevention of unfair¬ 
ness. Cases which come before the courts are usually based 
on section one and the criminal provisions of the law are 
not frequently applied. If prison sentences occur at all, 
they are usually for a short time and fines are generally low. 
The law recognized and sanctioned certain business ethics 
which are now generally accepted. The law is an edu¬ 
cational success. 

1 Commentary of Gaupp-Stein-Jonas, iath and 13th edition, 1926. 

* Rosenthal, Das Reichsgesets gegen den mlauteren Wettbewerb, fourth 
edition, 1913, p. 470. 
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CHAPTER VI 


The Coal Mining Industry 

The History of the Coal Cartel .—One of the most im¬ 
portant of all German cartels is the Rheinisch-Westfalisches 
Kohlensyndikat A.G. (Rhenish-Westphalian Coal Syndicate, 
in the following discussion called coal cartel). It was 
originally organized in 1893 when competitive conditions 
threatened that industry with general bankruptcy. The 
gigantic struggle had started during the panic of 1873. At 
that time the Ruhr district—as the field of the Rhenish- 
Westphalian Coal Cartel is generally called 1 —'produced 
about 12,500,000 tons per year, and coal sold at 16 marks a 
ton. The price fell to 4 marks in 1879 an <i the mine owners 
tried to lower their cost of production by increases in out¬ 
put. In 1879 the output had risen to 20,300,000 tons per 
year and it exceeded 30,000,000 tons when the cartel was 
organized in 1893. The panic of 1873 and the long subse¬ 
quent depression eliminated a number of mines and yet by 
1880 of the 186 mines that continued operating 132 or more 
than 70% operated at a loss. It was only natural that all 
possible means of saving the industry should be tried. Co¬ 
operation appeared first in the form of an export association 
(1877), hut this met with little success. Curtailment of 
production through production conventions was tried next. 
All of them failed after a few months, since their organiza¬ 
tion was too loose, their control too limited and impotent, and 

1 The chief coal-mining district of Germany is located on both banks of 
the Ruhr River and about one-half of the*-district belongs politically to 
the Prussian province Westfalen and the other half to the Rheinprovinz. 

67 
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the unwillingness of those concerned too great to create a 
cartel strong enough to weather the storm. Attempts to 
consolidate a great number of individual enterprises failed 
likewise and perhaps for similar reasons. Conditions grew 
worse as the years went by and price fixing was more and 
more thought of. In addition, the experiments at organiz¬ 
ing made by the coke industry seemed to show the way out. 
The revised agreement of 1890 created a Westphalian Coke 
Syndicate, the forerunner of the coal cartel. Finally in 
1893 necessity brought the coal industry together. Dr. 
Kirdorf, one of the promoters and for many years the chair¬ 
man of the cartel, has repeatedly 1 stated as his opinion that 
all original members of the organization disliked the cartel 
and that it was ein Kind der Not (“a child of necessity”). 
Since 1893 the cartel has been organized legally as a double 
company, a syndicate corporation which contracts with the 
mine owners and operators, and a common-law association 
of mine owners and operators who bind themselves by a 
mutual contract. The first contract is for the sale and 
purchase of the whole output and the second, the cartel agree¬ 
ment proper, is a contract to abide by the decisions and 
regulations of the administrative bodies, the boards and com¬ 
mittees created by the first contract. Every member of the 
cartel is a stockholder of the cartel corporation. 2 For lack of 
a better way of achieving the same result and obligations, this 
type of organization of cartels has become quite popular in 
Germany in spite of the generally felt inadequacy of a make¬ 
shift for an institution so important in the German economic 
structure. 

Since 1893, the purpose of the coal cartel has always been 
and still is—now under government supervision—, to regu- 

1 E. g. at the 1905 Mannheim convention of the Verein fiir Sosialpolitik. 

* Some legal technicalities involved have been discussed on pages 20, 54 
and 55. 
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late the output of coal by quotas given to the different 
members and to prevent price competition through price 
fixation. The trade monopoly aimed at has varied con¬ 
siderably in extent and effectiveness. The quota may be 
compared with the recognized productive capacity of a 
member and as a rule is somewhere near it. If the cartel 
administration decides to curtail production, it fixes a per¬ 
centage, a coefficient, to be applied uniformly to the quotas 
of all members, e.g., in case of a 40% curtailment all members 
are allowed and required to produce 60% of their quotas. 
The latter is expressed in tons of coal per year. Numerous 
changes have been made in the organization and activities 
of the cartel, but the two principles of regulating production 
and price have always been maintained. For that reason, 
pre-war developments do not deserve special attention. 

During the war conditions changed radically. For the 
coal-mining industry the dangers of overproduction and ruin¬ 
ous prices no longer existed. Since these dangers constituted 
the fundamental reason for the cartel, the members failed to 
renew the cartel agreement when it expired. The demand 
for coal exceeded the impaired productive capacity of the 
mines and a bidding for coal was the result. To prevent 
violent price fluctuations and a state of disorganization in the 
coal industry the government interfered. In 1915, the 
cartel agreement was extended by law, the coal cartel became 
a forced cartel. For many years the conflicting interests of 
integrated and not-integrated mines had tended to become 
a grave problem for the cartel. The forced cartel did not 
achieve a solution, it only postponed it. Short-lived agree¬ 
ments based on the status quo followed one another. The 
Damocles sword of government interference kept the cartel 
together. 

History of the Coal Cartel Under the Socialisation Law .— 
Following the revolution of 1918, the socialist parties de- 
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manded socialization of the coal industry. Such a complex 
undertaking could not be started without careful preparations 
and a preliminary law was passed on March 23, 1919, plac¬ 
ing the whole industry under government supervision. This 
Kohlenwirtschaftsgesets ((Law regulating the Coal Industry) 
states in its main section: the government regulates the 
coal industry according to the public interest. This law 
and two similar acts are generally called the socialization 
laws. 1 To achieve an effective government supervision the 
regional coal cartels—about a dozen in number—were com¬ 
bined in a national cartel, the A. G. Reichskohlenverband. 
This national cartel regulated coal prices upon suggestions 
made by the regional cartels. The Reichswirtschaftsminister 
(minister of economic affairs) had a veto right. Besides 
the Reichskohlenverband, a' kind of coal parliament, the 
Reichskohlenrat, was formed of representatives of coal mine 
owners, employees, consumers, and technical experts. This 
Reichskohlenrat originally had little authority. Things 
changed somewhat when this “ coal parliament ” took over 
the price regulation from the Reichskohlenverband. But 
even so, the coal parliament is called a creation of Katheder- 
soxialismus (college professor socialism). The Reichswirt¬ 
schaftsminister and the regional cartels are the really power¬ 
ful factors in the situation. The ten more important 
regional cartels are the following: 

Rheinisch-Westfalisches Kohlensyndikat A. G. 
Oberschlesisches Steinkohlensyndikat 
Niederschlesisches Steinkohlensyndikat 
Aachener Steinkohlensyndikat 
Sachsisches Steinkohlensyndikat 
Niedersachsisches Steinkohlensyndikat 
Mitteldeutsches Braunkohlensyndikat 

1 The relation of this law to the Wissel-Mollendorf? program is briefly 
described on page 37. 



THE COAL MINING INDUSTRY 


71 


Ostelbisches Braunkohlensyndikat 
Kohlensyndikat fur das Rechts-rheinische Bayern 
Rheinisches Braunkohlensyndikat. 

The first six pertain to stone coal and the remaining four to 
brown coal production. Since Germany lost East-Upper- 
Silesia and temporarily the Saar District through the Treaty 
of Versailles, the Ruhr district is the predominant producer 
of stone coal in Germany. In May, 1927, it produced 77.7% 
of Germany’s stone coal output as against 12.5% produced 
by its nearest competitor, 'German or West-Upper-Silesia. 
The combined production of the Saar District and Polish 
or East-Upper-Silesia exceeds 35% of the Ruhr production. 
The dominant position of the Ruhr mines is strengthened 
through the quality of their coal. IMost other districts pro¬ 
duce coal of a lower grade or their total production is 
negligible. That fact eliminates the other regional cartels as 
important factors. Broadly speaking, the Rhenish-West- 
phalian Coal Cartel and the Reichswirtschaftsminister have 
control of the German stone-coal industry. In spite of its 
regional character, the Ruhr cartel will therefore be called 
the coal cartel in the following discussion. 

The first renewal of the cartel agreement under post-war 
conditions occurred in January, 1920. It could no longer be 
a fully voluntary agreement. The new contract and the 
by-laws had first to be presented to the Reichswirtschafts¬ 
minister. Not even the form of voluntariness was preserved 
as far as the member Stahlwerke Becker A. G. was con¬ 
cerned. The government decree of January 15, 1920, took 
the place of its consent. The coal cartel of 1920 was the 
first to include all producers. Government decree brought 
them all into line. Even the quota of the individual members 
could no longer be regulated by the cartel at its own discre¬ 
tion. In case of disagreement, the Reichskohlenrat has the 



72 CARTELSCOMBINES IN POST-WAR GERMANY 

last word (section 78 of the regulations of August 21, 1919, 
based on the law of March 23, 1919, the Kohlenwirtschafts- 
gesetz ). 

When the cartel agreement of 1920 expired on March 31, 
1922, and no new cartel had voluntarily been agreed upon, 
a government decree created the first forced cartel under the 
new laws. This decree may serve as a sample for similar 
happenings later on, which will be considered only very 
briefly. The principal provisions of the decree of the 
Reichswirtschaftsminister may be translated as follows: 

Decree combining the coal mine owners of the lower Rhenish- 
Westphalian stone coal mining district in a coal cartel ( Kohlen - 
syndikat), of March 30, 1922. 

On the strength of section five of the regulations of August 
21, 1919, executing the Law Regulating the Coal Industry, I 
decree 

(1) The owners of coal mines in the lower Rhenish-West- 
phalian stone coal district are combined in a coal cartel 
(Kohlensyndikat) . Articles of association and by-laws 
of this cartel are: 

1. The cartel agreement of September 26, 1919. 

2. The articles of association of the Rheinisch-West- 
falisches Kohlensyndikat corporation of October 
20, 1919. 

(2) The regulation of section one is considered a contract 
between the members of the cartel. 

(3) This contract comes into force on March 31, 1922, and 
expires on April 30, 1922. 

The reason for this forced cartel was that the members 
of the old cartel had agreed upon a new one that did not 
meet with the approval of the Reichskohlenrat. The de¬ 
sired changes had not been made in time to prevent a period 
without a cartel and, therefore, the Reichswwtschaftsminister 
intervened on the day before the old agreement expired. 
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The required modifications were adopted about three weeks 
later and at the end of this one-month forced cartel, a 
voluntary cartel had been agreed upon to last one year which 
was later on extended to September 30, 1923. It was a truce 
between the conflicting interests of integrated and non-in- 
tegrated mines. It was felt that until the political situation 
had been cleared (French Ruhr occupation) and the violent 
inflation stopped, no lasting solution of the problems could 
be found. 

The removal of these obstacles explains why the years 19124 
and 1925 saw a sweeping reorganization of the coal cartel 
and a full and free discussion of problems and difficulties that 
are found more or less in all cartels. The first nine months 
of 1924 were covered by one cartel agreement. Very im¬ 
portant is its stand on the coal trade question. The endeavor 
to monopolize the coal trade had not been successful. A 
powerful group, representing 85% of the cartel’s production, 
centralized the trade amongst themselves. The remaining 
mines, representing 15% of the production, were business 
establishments which combined mining with wholesale trade. 
They were just strong enough to hold their own against the 
predominating group. At first the cartel undertook to man¬ 
age the sales combination. Later on it withdrew and left the 
conflicting interests to themselves. Whenever the cartel 
acted, it did so, however, in the interest of the larger group. 
The cartel strongly influenced the minority of independent 
traders since they could compete freely with one another and 
with the large group only abroad. They did so to a great 
extent in Holland where they undersold each other. This 
state of affairs was quite unsatisfactory, but neither side 
was yet ready to make concessions and when the cartel 
agreement expired in the fall of 1924, no new agreement 
could be reached. Again the government interfered since 
it was of the opinion that such a basic industry could not be 
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exposed to the destructive warfare which the termination of 
the cartel would have brought about. Under government 
pressure a new cartel was formed for the time being. 

This forced cartel of September, 1924, was by its very 
nature temporary. It was to bridge over the gap between the 
old cartel just passed out of existence and a thoroughly re¬ 
organized new cartel for the organization of which negotia¬ 
tions were started immediately. The government had again 
based its interference on the Law Regulating the Coal In¬ 
dustry, of March 23, 1919. As mentioned above 1 the main 
provision of that law is that the federal government regu¬ 
lates the organization of the coal-mining industry according 
to the public interest. The new provisional cartel was based 
on the status quo. The situation changed only in that 
some members of the larger group controlling 85% of the 
production left the sales combination and started trading 
for their own account. The conditions ensuing particularly 
in Holland were almost anarchical and they may have been 
brought about intentionally to strengthen the arguments for 
the monopolization of the trade. 

Due to the temporary character of this cartel, the com¬ 
mittee in charge of drafting the new cartel agreement 
( Vertragsausschuss ) was of predominant importance. Its 
task was twofold 

(1) to reach a voluntary agreement with those mines 
which had been forced into the cartel; 

(2) 1 to reorganize the cartel corporation and to draw up 

a new cartel agreement. 

Two sub-committees were appointed, the one to deal with 
the regulation of the quotas and the other with the question 
of the trade monopoly. The mines unwilling to join the 
cartel in September, 1924, and brought into line through 


1 On page 70. 
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government pressure, had entered the cartel only condition¬ 
ally. They had reserved to themselves the right to with¬ 
draw if no agreement should be reached with them in the 
negotiations going on by February x, 1925. But March, 
1925, came and in spite of postponements of the final date 
and continuous bargaining, no agreement had been reached. 
The Reichswirtschaftsminister tried to expedite negotiations 
and made certain suggestions about the points at issue. He 
gave the managers of the cartel until the 25th of March to 
bring about an agreement, but all he succeeded in getting 
was another request for an extension of time. 

On April 1, 1925, the Reichskohlenrat (Federal Coal 
Council) met to approve a new cartel agreement. But the 
two points at issue were still unsettled. Slowly a first draft 
of an agreement was forming in innumerable conferences, 
meetings, and private negotiations. On April 24, 1925, the 
Great Committee of the Reichskohlenrat could approve a 
tentative agreement. Signatures to it were binding provided 
all outsiders should come in by April 29, 1925. Their special 
wishes were discussed during the few days left, but still a 
few outsiders had not signed at the expiration of the time 
specified and all mines became free again. Negotiations 
only increased in intensity. Finally, on May 1, 1925, the 
agreement was reached in the Mine Owners Conference; one 
of the last objectors, the mine “ Westfalen ” owned by the 
von 'Gieschen Erben, who suffered heavy losses through the 
loss of Upper-Silesia to Poland and who tried to get some 
compensation in the Ruhr district, was paid RM 400,000.00 
(about $95,000.00) for its signature. All the other mines 
renewed their signatures in due time and the present coal 
cartel came into being. 
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Restriction of Output .—Two difficulties had again and 
again postponed the conclusion of the new agreement. As 
legards the quota question and the trade monopoly the con¬ 
flicting interests had for a long time refused to yield. Con¬ 
sidering the quota question first, it is immediately apparent 
that mines producing coal primarily for consumption in their 
own blast furnaces or steel mills, were strongly opposed to 
having their coal production subjected to the general coeffi¬ 
cient of curtailment fixed by the cartel from time to time. 
On the other hand when only one part of the mines is sub¬ 
ject to the curtailment decided upon, the curtailment will 
necessarily be much more sweeping for this part than it 
would be if the curtailment were spread evenly over all 
mines. The vertical combinations, the integrated combines, 
had been weakening the coal cartel for many years. In¬ 
flation, loss of territory 1 and the extreme scarcity of coal 
had encouraged the acquisition of coal mines by steel mills 
and other enterprises and had encouraged the spreading of 
the coal mines’ activities into coal-consuming fields of busi¬ 
ness. But all mines remained members of the cartel; they 
continued to influence the cartel’s policies and by-laws and 
yet they produced and consumed coal not subject to the 
cartel and its restrictions and prices. An example will bring 
out the point even more clearly. 

In July, 1925, the cartel restricted production of coal to 
45% of the quota. One of the sources of coal for the steel 
mills Fried. Krupp A.G. is the mine Helene und Amalie . 1 

1 The general tendencies are more fully described on pages 28-31. 
a Krupp’s coal interests consist of 

a. Fried. Krupp A. G. Bergwerke, Essen, organized in this form 
since August 1, 1927, and embracing the mines 
Helene und Amalie 
Sdlser-Neuack 
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If we take the coal figures for Krupp as applying to this one 
mine, it would have a quota of 3,768,000 tons a year. With 
production restricted to 45% the mine could turn out 1,695,- 
600 tons, if the mine remained independent. Control of 
Helene und Amalie has, however, been acquired by Krupp, 
and Krupp consumes 3,300,000 tons of coal, leaving only 
468,000 tons of the mine's output for sale and regulation by 
the cartel. Reduced to 45%, the production-for-sale would 
be 210,600 tons. Production for consumption and for sale 
for Helene und Amalie, as Krupp property would be 3,510,- 
600 tons against 1, 695,600 tons as an independent enterprise. 

The pure mines were hard hit by such a state of affairs. 
They had lost their greatest and best customers through the 
creation of vertical combinations and when the total coal 
consumption of the country fell, they had to curtail their pro¬ 
duction twice as heavily, because and while other mines 
worked at full blast. At the beginning of the negotiations 
for the new cartel the pure mines demanded that the curtail¬ 
ment of production-for-sale as ordered by the cartel from 
time to time should apply to the production-for-own-con- 
sumption as well. To illustrate their demands as affecting 
our example: Krupp should produce 1,695,000 tons only 
and buy the rest of the coal it needs from the cartel. The 
latter would most likely have to raise the quota to provide 
for these 1.8 million tons and the pure mines could produce 
more and be just as busy as the Krupp mines. The in¬ 
tegrated combines replied to this demand that a compliance 
with the request would increase their cost of production (of 

b. Outright or majority ownership of the mines 

Hannover Til 

Hannibal /-// 

c. Minority financial interest in the mine 

Emscher-Lippe 

d. Community of interest in the mine 

Konstantin der Grosse 
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steel). Up to now, they had to pay for coal only their own 
cost of production, in the future they would have to pay the 
cartel sales price. The combines appeared unwilling to make 
the least concession to the pure mines and even when the 
latter suggested having the curtailment percentage applying to 
the consumption-quota reduced to one half, the dead-lock 
looked hopeless. It was doubted whether without govern¬ 
ment intervention a solution of this question could be achieved 
at all. But negotiations went on and finally the agreement 
was reached to apply 35% of the curtailment percentage to the 
quota of coal produced for own consumption. Applied to 
the Krupp example: With production at 45% of the quota, 
the curtailment is 55%. 35% of this, or 19% of the 

total, would apply as curtailment to the quota of coal pro¬ 
duced for own consumption. Krupp would have to curtail 
its production for sale by 55% and its production for own 
consumption by 19J4 % or 635,250 tons. The latter amount, 
if needed, would have to be purchased from the cartel, thereby 
giving the pure mines a chance to increase production. 


Table i. Helene und Amalie Mine 

QUOTA OP COAL PRODUCTION ACCORDING TO DIFFERENT FLANS 
(Total quota = 3,768,000 tons) 
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This compromise is the first in the 34 years of German 
coal cartels that has affected the coal produced for own con¬ 
sumption. Back in 1893, only pure mines belonged to the 
coal cartel. When mixed combines later on joined the cartel, 
they became members only as regards their production-for- 
sale quota. When, before the war, the pure mines started 
to fight the integrated combines within the cartel, they were 
silenced by a 50% coke guaranty. It was guaranteed to 
them that notwithstanding a possible greater curtailment in 
the coke quota, their coke production should never be lower 
than 50% of their quota. This solution had proved to be 
economically unsatisfactory and technically impractical. 

The Trade Monopoly .—The curtailment question was 
only one of the two major problems that prevented an early 
agreement between all parties concerned. For sound 
economic reasons, a number of large mines wanted a free 
outlet for their own surplus coal in foreign countries and in 
those parts of Germany where coal from other sources would 
in any case prevent a cartel coal trade monopoly. The other 
mines argued that such an outlet was needed by the cartel 
whenever the domestic demand fell below normal; otherwise 
the cartel could not succeed in keeping production on an even 
level. The old cartel agreements had attempted to reconcile 
these conflicting interests, but apparently with very little 
success. Under the old regulations, the whole trade was 
geographically divided into competitive districts and closed 
districts. Closed territory comprised the whole of Germany 
with the exception of the sea coast, where English coal, and 
South Germany, where Saar coal strongly competed with 
Ruhr coal. South Germany, Austria, Switzerland and 
Alsace were in an intermediate class. In that class buyers of 
1800 tons of coal a year or more were reserved to the sales 
agencies of the cartel. Buyers of smaller quantities in the 
intermediate territory and all buyers in the competitive terri- 
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tory (the rest of the world) could be supplied by individual 
mines or the cartel. Competition between the different mines 
and the cartel was especially keen in Holland which lies 
almost at the door of the Ruhr district. Underselling one 
another and selling at much lower prices than those fixed by 
the cartel for the closed territory, became prevailing practices 
and brought demands from France to lower the price charged 
for reparation coal. Since all losses and expenses of the 
cartel are paid by its members in proportion to their quotas, 
these costly fights increased the cartel charges to RM 2.55 
on every ton produced. Small mines, not interested in sales 
in the competitive territory, strongly resented this exorbitant 
charge which amounted to almost 15% of the sales price. 
In the conferences preceding the reorganization of the cartel, 
one party, therefore, demanded the creation of a complete 
trade monopoly for the cartel, thereby eliminating competi¬ 
tion and its expenses. The opposing party wanted the cartel 
restricted in its sales activities to the closed territory, the size 
of which should not be increased. To describe in detail how 
the negotiations on that point proceeded, would lead too far 
afield. In March, 1925, the Reichswirtschaftsminister 
offered a suggestion. He recommended that in the closed 
territory mines with sales organizations of their own should 
be allowed to act as wholesalers, buying from the cartel as 
the other wholesalers do. In the competitive territory (pri¬ 
marily abroad) the cartel and the trading mines should be on 
an equal footing; neither of them should be excluded.—A 
few days later, Thyssen suggested that the mines interested 
in sales in the competition territory should bear the expenses 
of the foreign coal trade themselves without any contribution 
from the mines not interested. Both suggestions have been 
combined with many others in the final solution. 

The new agreement settles the question as follows: In the 
closed territory, only the cartel can sell coal to the whole- 
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salers. If mines with sales organizations want to act as 
wholesalers, they may buy coal from the cartel on the same 
terms as the other wholesalers. In South Germany the cartel 
has exclusive sales rights for buyers of 2400 tons a year or 
more. The limit before had been 1800 tons and Austria, 
Switzerland, and Alsace had been included in this inter¬ 
mediate territory. The latter three belong now to the com¬ 
petitive territory. In that territory a great part of the 
heaviest buyers are reserved for the cartel (about 100). 
New customers, however, may be acquired by the cartel only 
when such buyers have not been trading with Ruhr mines 
selling directly. This arrangement eliminates a competitive 
struggle for the market abroad between the cartel and in¬ 
dividual mines.—As to the expense of competing with coal 
of different origin, the Thyssen principle has been adopted. 
Only those mines share the expenses which through the cartel 
are selling abroad. Every month the cartel informs the 
mines interested in foreign sales concerning the prices which 
may be secured for different kinds of coal. The mines may 
then participate in such sales or not as they see fit. The 
final prices are regulated by the Auslcmdsaiisschuss (com¬ 
mittee for foreign countries). Only the mines so participat¬ 
ing share the expenses of the struggle for foreign markets. 
As was to be expected, through this new arrangement the 
general charges of the cartel on every ton of coal produced 
were in the course of a few months considerably reduced 
(from RM 1.60 to RM 0.36). 

The difficulties of 1925 as regards consumption quotas 
and the regulation of the trade indicate the small degree of 
homogeneousness among the cartel members. One look at 
the quotas of the different members brings this out quite 
clearly. On May 1, 1925, when the present cartel agreement 
became effective the quotas of seven of the 74 members of 
the cartel were as follows: 
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Table 2. Production in Tons per Year 


Cartel member 

Coal for 
sale 
quota 

Coke 

quota 

Briquette 

quota 

Quota 
of coal 
for own 
consump. 
tion 

Gelsenkirchener Bergwerks-A. G. . . 

Harpener Bergbau A. G . 

Preussische Bergwerksdbektion . . 
Essener Steinkohlenbergwerke A. G. 

Fried. Krupp A. G. 

Gewerkschaft Friedrich Thyssen . . . 
Gewerkschaft ver. Hammerthal . . . 

9,984,880 

233.570 

6,285,000 

4 . 944 . 33 ° 
468,100 
2,630,240 
75,000 

1,826,808 

2,365,800 

2,060,400 

566,580 

0 

35,000 

0 

261,400 

417,620 

0 

1,000,300 

0 

0 

0 

2,095,820 

45.000 

530,000 

0 

3,300,000 

2,723,000 

0 


None of the seven resembles any other. Number one is an 
integrated concern, a mixed enterprise based on coal. The 
second is a mining enterprise branching off not farther than 
to operate coke ovens, its coke quota being the largest of 
any member of the cartel. Number three is the Prussian 
State and quite evidently in a class of its own. Number 
four is a briquette manufacturing plant connected with coal 
mining. Number five is a steel plant producing its own coal. 
Number six is a mixed enterprise based on steel. Number 
seven is the smallest quota holder in the cartel and seems to 
be a small mine with no further ambitions or activities; as 
a matter of fact it is a subsidiary of Ewald another member 
of the cartel, which owns 95% of its capital stock outstanding. 

THE SITUATION TODAY 

Effects of the English Coed Strike .—The English coal 
strike of 1926 created an abnormal demand for German coal. 
How did the cartel meet these conditions and what were the 
after-effects of the strike? It was a question of quick 
adaptation. Quite naturally, the strike influenced the Ruhr 
production and prices. When the coal strike started in May, 
1926, the cartel had existed just one year in its reorganized 
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form. During that period, the average monthly production 
of all cartel members amounted to about 8.3 million tons. 
For the six months of the strike the average jumped to over 
10 million tons per month. No coal scarcity developed. 
The cartel furnished any amount asked for. The cartel, 
however, attempted in most instances to make long-term con¬ 
tracts with its new customers in order to keep at least part 
of the trade after the end of the English strike. The success 
of that policy can be seen in the sales records for the year that 
has elapsed since the end of the English coal strike. Roughly 
speaking, by the end of 1926 the coal production in the Ruhr 
district started to recede again. The monthly output went 
down very slowly and in the fall of 1927 still averaged about 
9.8 million tons a month, over and against 8.3 million tons 
before the strike. 

It may be argued that this increase is due to other reasons 
than the English coal strike. The capacity of the industry 
is slowly but continuously increasing. Hardly one of the 
quotas indicated on page 76 still applies today. At least six 
of the seven members listed have had their quotas increased. 
Besides, the year 1925 is called the crisis year in Germany and 
it was to be expected that coal production should increase 
upon return of normal conditions. The factor of natural 
growth worked in the same direction. And yet, the de¬ 
tailed data of production and sales published by the coal 
cartel show that the main reason for the increased output, 
which has continued up to today, is the English strike. 

Sales in the competitive districts in most of which Ruhr 
coal competed with English coal increased rapidly. Taking 
sales in that territory during June, 1925, as a base (100) 
sales jumped to 284 in July, 1926, and have been falling since 
the beginning of 1927. In June, 1927, (the latest figure 
available) they were still standing at 174, an increase of 74% 
ever sales in the competition territory for June, 1925. Ex- 
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pressed in tons, the increase accounts for practically the whole 
increase of the total coal production amounting to about 1.5 
million tons a month as stated above. The cartel is fighting 
hard to keep the advantages gained in the competitive terri¬ 
tory; the result, however, may be doubted. The German sea 
coast has already been lost to the English. Ruhr coal plus 
rail freight cannot compete with English coal plus sea freight. 
The German railroads and their rates are blamed for this 
development. The coal interests succeeded during the sum¬ 
mer of 1927 in getting the coal freight rate Ruhr-Berlin re¬ 
duced by 20% provided coal is shipped by train loads to one 
destination, practically eliminating railroad handling ex¬ 
penses. Before the English strike, Berlin was buying Eng¬ 
lish coal at the rate of one million tons a year. Not only 
freight is in favor of the English, they could reduce wages 
and increase the hours of labor. In both of these points the 
German coal industry is bound by legislation. Largely due 
to these factors, English coal production in 1927 exceeded the 
1925 production by about 5.5%. 

That it was the English strike that increased German coal 
output is clearly demonstrated by the fact that sales in the 
closed territory have sunk below the level of 1925. At pres¬ 
ent they again exceed sales in the competitive territory by 
quite a good-sized margin. But the difference is no longer 
what it used to be; instead of an excess of 3 million tons in 
favor of sales in the closed territory (September 1925),- the 
difference has shrunk to about 1 million tons (Summer, 
1927). One reason for the absolute decline may be greater 
economy practiced by the coal consumers and possibly an 
absorption of pure mines by integrated concerns. 

The figures for coal produced for own consumption show 
an increase of about 15% during the two and a half years 
since the reorganization of the coal cartel. The reason for 
this change is the big iron boom lasting now for about a 
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year. This one factor accounts for practically all of the 
15% increase. 

A graphic presentation of monthly sales including own 
consumption will show the increase in the total amount dis¬ 
posed of during the English strike and the falling-off since 
that time, and a similar movement for sales in the competi¬ 
tion territory. 



(May, 1925 to June, 1927) 

The graph furthermore shows how sales in the closed 
territory have tended to decrease and how coal used for own 
consumption has increased since the beginning of the iron 
boom around the middle of 1926. 
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The cartel considers it its task to prevent coal scarcity on 
the one hand, and coal overproduction on the other. Dur¬ 
ing normal times the cartel can perform this task by keeping 



Chart a . Coal Cartel Decree of Activity, by Months 
(AprU, 1926 to May, 1927) 
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production on a level and smoothing out the irregularities of 
demand by means of special rebates or inducements during 
the off season. During and following the English strike, 
the cartel achieved the same result by frequent and prompt 
changes in the rates of curtailment of production. 

Due to a certain procedure used when fixing quotas the 
situation of the coal-mining industry is not quite as bad as 
is indicated by the low degrees of activity shown in the graph. 
—The English strike more than doubled the activity of the 
coke ovens, coal was not quite as strongly affected, and 
briquettes not at all. Through these regulations of produc¬ 
tion the cartel succeeded in filling all orders for Ruhr coal or 
Ruhr coke and yet no serious overproduction followed the 
period of peak demand. Practically no coal or coke had to 
be stored hen the sales fell off. The cartel had succeeded 
in adapting production to abnormal demands. 

These achievements gain further importance when the 
price question is taken into consideration. During the Eng¬ 
lish strike when coal prices went up in most European 
countries Germany enjoyed a stable coal price. In spite of 
the exceedingly strong demand for coal, the cartel maintained 
the old price level. Its objective, stable production and stable 
prices, allowed no other way of acting. In the members , 
meeting of July 19, 1927, the cartel administration explained 
its stand by referring to the general welfare and the needs 
of the country as the guiding stars for the cartel's policy. 
And yet, the price question is in 1927 a sore point in the 
coal industry. 

Coal Prices versus Social Burdens .—Social legislation in 
Germany usually means for the industries affected an ad¬ 
ditional social burden. If they are able to include these 
charges in their cost calculations and their prices, no harm 
is done to them. Quite often, however, such legislation 
eats up part of the profits.—The trouble in the coal industry 
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started when the Minister of Labor enforced an increase in 
wages for the Ruhr district effective on May i, 1927. 
According to the argument of the cartel, cost of production 
was thereby increased RM 0.50 per ton. Since the Ruhr was 
no longer favored in the international situation and sales and 
profits were falling off, the cartel was afraid of eliminating 
the whole margin of profit and working at a loss. It, there¬ 
fore, took steps to have the coal price raised. An increase 
of 7 Y* % for coal and briquettes to offset the increase in the 
wage bill was refused by the Reichskohlenrat (Federal Coal 
Council) 1 in May, June, and July 1927. (Coal prices are 
fixed on the first of every month). A committee of the 
Reichskohlenrat and the Reichswirtschaftsministerium ad¬ 
mitted that the margin of profit in the coal industry was ex¬ 
tremely low and the cartel added that the falling international 
prices might wipe out the profit altogether. The case for the 
cartel seemed to be very good and yet its demand was re¬ 
fused. An inclusion of the proceeds of all sales of by¬ 
products was demanded of the cartel as a basis for its cost 
calculations. The cartel interpreted that as an attempt to 
extend the scope of the Kohlenwirtschaftsgesetz (Law Regu¬ 
lating the Coal Industry) 2 to the chemical field. It charged 
bad faith and a bias against any increase of coal prices where 
the increase of wages should have been objected to. Finally, 
the Reichswirtschaftsminister gave out a clear statement of 
his objections to coal price increases. 

The minister lists four reasons why at present the public 
welfare renders a coal price increase impossible. His first 
reason is that price increases for coal are usually followed 
by price increases for many other commodities. Cost of 
production may be affected or the example of coal followed 

* The Federal C9al Council is briefly described on pages 70 and 72. 

2 The Law Regulating the Coal Industry has been described on pages 
37 and 70. 
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without necessity. The country as a whole is interested in 
a stable price level and the arguments advanced by the coal 
industry are not strong enough to warrant an interference 
with the price level. Second, the motions for price increases 
are partly based on the falling-off of sales and sales’ proceeds. 
Such reasoning is economically unsound and ruled out. 
Third, to allow price increases on account of wage increases 
without considering the market and the financial position of 
the mines would invite further wage increases and a circulus 
vitiosus would be the result. Fourth, even admitting an 
extremely low margin of profit for coal, a coal price increase 
may yet be dispensed with unless observations covering a 
period sufficiently long prove the contrary, especially since 
income from the sale of coal is not the only income of coal 
mines. The minister did not mention by-products; but that 
is apparently what he had in mind. 

The cartel fully accepts argument number one, priding 
itself upon its past achievements and especially upon its policy 
during the English coal strike. The second argument of 
falling sales as reason for a price increase is considered not 
to the point, since the motion was based on the wage increase 
with sales statistics as illustration. The cartel is willing to 
admit the vicious circle of coal price and wage increases, but 
maintains that this argument should have prevented the wage 
increase which set the ball rolling. The desire of the min¬ 
ister to consider other income than that from the sale of coal 
is violently opposed by the cartel. 

For September 1, 1927, no demand for a price increase 
has been made by the cartel. The official reason is that 
investigations are being made, but have not yet been con¬ 
cluded, to strengthen the argument of the coal cartel. It 
may, however, be that the cartel has acquiesced in wage in¬ 
creases without price increases. 

A few figures may indicate how heavy the financial burdens 
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of social legislation and of the present wage scale are. Ac¬ 
cording to a statement of the administration made in the 
Gewerkenversammlung (similar to a stockholders’ meeting) 
of the Gewerkschaft Heinrich on June 30, 1927, taxes and 
social burdens amounted in 1926 to RM 3.87 per ton sold, 
against M 0.82 in 1913. A similar statement was made a 
few days earlier in the Gewerkenversammlung of the Ge¬ 
werkschaft Konstantin der Grosse. The calculation of the 
administration showed that coal prices were 17% below, and 
wages 44% above the pre-war level. 

Summarizing, it may be said that a large output does not 
make the German coal industry prosperous. Two inter¬ 
dependent factors hold the key to the situation, prices and 
wages including social burdens. Without the cartel and 
the resultant elimination of the wastes of competition, this 
industry on which the whole German economic structure 
rests, could not survive. 

Coke versus Gas. —Present production and prices have 
been analyzed in their bearing on the coal industry. The 
greatest internal struggle at present is the fight of coke 
ovens against gas works. Both of them produce coke and 
gas and both of them want a hold on the coke and gas 
market. If coke ovens cannot sell their gas, this valuable 
by-product has to be blown off and the limited natural re¬ 
sources are wasted to that extent. On the other hand, gas 
works not only try to prevent coke-oven gas from being 
used, but they are finding difficulty in selling their coke, a 
by-product of gas works. 

These interests have conflicted ever since gas works and 
coke ovens existed. They never came to the attention of the 
general public because a small coke-oven industry could use 
almost all its gas for heating of boilers, ovens, for lighting 
and other needs of the plant. Our present days, however, 
see such a rapid expansion of the coke industry that unless 
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channels for the productive use of the coke-oven gas are 
provided, an irreparable loss of natural resources will result. 
The general public in Germany is wide awake to the fact, 
that natural resources in Germany are very limited and that 
not the smallest part of them should be wasted. How fast 
the coke industry is growing is clearly shown by the coke 
quotas of the coal cartel. On November 1, 1926, the total 
coke quota of all 58 members of the cartel amounted to 28.3 
million tons per year. At one time during the summer of 
1927 the following increases of coke quotas were asked for: 
United Steel Works 4.4 million tons, Stumm, Prussia and 
Ewald 0.6 million each and Harpener 0.89 million tons. 
These applications for increases of the quota, pending at the 
same time, already exceeded 25% of the total of 1926. Many 
other applications had already been filed and many others 
followed. 

The above figures are somewhat affected by the procedure 
the cartel employs in granting increases in quotas or new 
quotas. The coke ovens constructed in 1927 are mostly 
meant to replace old coke ovens obsolete through new in¬ 
ventions. The savings in raw material and wages to be 
achieved through the new type of ovens which pays special 
attention to the utilization of certain by-products are ex¬ 
pected to amortize the building expenses within four years. 
While the new ovens are on trial, the old ones still continue 
to produce and the coke capacity of the enterprise is tempor¬ 
arily very high. This capacity is then made the basis for an 
application to increase the coke quota. The new quota is 
based on a permanent operation of old and new ovens, 
whereas in reality the old ones will be shut down and even 
possibly torn down. As a result coke quotas do not cor¬ 
respond to the coke production capacity of the cartel members. 
Naturally the curtailment is usually greatest for coke. In 
April, 1926, (beginning of the curves in the graph on page 
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86) the activity of coke production was a mere 32% of total 
capacity and after a violent increase during the English coal 
strike it was back of 33% again in August, 1927. Unless 
by unanimous consent the cartel agreement is changed as 
regards this point, conditions will remain the same until the 
agreement expires on March 31, 1930. 

At present the solution of the gas-coke problem is ex¬ 
pected from long-distance gas lines. The A.G. fiir Kohlever- 
wertung (Coal Utilization, Inc.) is trying to link up a 
number of big cities with the coke ovens of the Ruhr district. 
For a number of years, the city of Barmen has been getting 
its gas from Thyssen, Hamborn. The province and the 
municipalities of Westphalia have just organized the Fern- 
gasversorgung Westfalen G.m.b.H. (Long Distance Gas 
Supply Corporation of Westphalia). Similar plans are 
being worked on elsewhere. If the development should be¬ 
come general, local gas works will no longer generate, but 
only distribute gas. To the same extent gas and coke will 
only be produced by coke ovens. Opposition to such plans 
comes primarily from local gas works and municipal offi¬ 
cials. It is to be hoped that enlightened public opinion will 
adopt the system that is most economical for the country as 
a whole, even if the benefits for the local community are not 
immediately apparent. No unemployment needs to result 
from the change in the status of local gas works to mere dis¬ 
tribution units. 

The International Situation. —Before proceeding to the 
steel industry, the twin brother of the Ruhr coal, a brief 
survey of some international aspects will be in place. In 
August, 19127, negotiations were under way to secure inter¬ 
national cooperation in the coal industry. Nothing sweep¬ 
ing has been planned and if an agreement should be reached, 
it may not even deserve the name cartel. Holland, Belgium, 
Germany, Switzerland, Austria, Czechoslovakia, and Poland 
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are reported 1 to be interested. France and England stand 
aloof. 

On July 31, 1927, the Polish Coal Cartel expired and a 
situation developed such as has frequently been witnessed in 
Germany. The coal mines had difficulties when drawing up 
a new cartel agreement and the Minister for Trade and 
Industry threatened a forced cartel if the agreement should 
not be reached by July 20, 1927. On that very same day, 
the new terms were finally agreed upon. The old cartel had 
experienced considerable difficulties in enforcing the official 
cartel prices since a few strong outsiders sold coal below the 
cartel minimum prices. Negotiations with these outsiders 
were successful and on July 30, 1927, the last one of them 
signed the cartel agreement. The new Polish Coal Cartel 
expires on September 30, 1930. It has no trade monopoly. 
The members sell coal directly, but are bound to the minimum 
prices prescribed by the cartel. High penalties are due 
whenever these minimum prices are disregarded. It is the 
first Polish coal cartel without any outsiders. 

1 Banque Nationale de Belgique , weekly, August 28, 1927. 



CHAPTER VII 


The Iron and Steel Industry 

The Different Cartels .—The iron and steel industry of 
the Ruhr district has been called the twin brother of the 
coal industry. Both have a number of features in common. 
In 1924, according to a government investigation, 1 ten large 
integrated combines dominated the coal and iron and steel 
industries. Their combined quota in the coal cartel 
amounted to 88% of the own-consumption quota and 49% 
of the coal-for-sale quota of the whole cartel. In the pig 
iron cartel they concentrated 65% of the total production in 
their hands and in the steel cartel their share was 59% of 
the total output. None of the ten combines considered itself 
a coal-mining enterprise and none of them specialized in iron 
and steel. On account of the nature of their business, they 
were called Schwerindustrie (heavy industry), a German 
technical term including the coal, iron, and steel industries. 

Not only are the enterprisers in the Ruhr district identical 
for coal and steel, but they dominate the market in the whole 
of Germany to about the same extent for coal and iron and 
steel. In the Ruhr district 77.7% of Germany’s stone coal 
is mined, 2 and 80.05% of Germany’s iron and 80.06% of 
Germany’s steel produced. 8 

For most of their different products the enterprises of the 
Ruhr district have formed cartels. Because the steel in¬ 
dustry turns out a number of different kinds, grades, and 

1 Reichswirtschaftsminister, Konzerne, Interessengemeinschaften und 
ohnliche Zusammenschlusse itn Deutschen Reich Ende 1926, page 3. 

2 Monthly figure for May, 1927. 

* Yearly figures for the whole of 1926. 
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forms of steel, the number of cartels in the steel business 
exceeds the number of cartels in the coal and iron industries. 
There is but one coal cartel in the district, one dominant pig 
iron cartel, but quite a few steel cartels. Following the 
natural sequence of steps in production we have first surveyed 
the coal industry. Pig iron will be our next subject. 

The Pig Iron Cartel .—The Roheisen-V erband G.m.b.H. 
(pig iron cartel) is one of the cartels of the highest type. 
It regulates prices and production and is the exclusive sales 
agent of its members. Except as regards statistical data, 
pig iron produced for own consumption by a member of the 
cartel is not subject to any regulation. The cartel is of 
national scope and there are no outsiders. The cartel did 
not dissolve during the inflation period, but kept together 
without government interference. In addition, its strong 
and sound foundation is shown by the fact that it succeeded 
a few years ago in repealing by unanimous consent an agree¬ 
ment that still had years to run and in replacing it by a new 
cartel agreement which eliminated unreasonable advantages 
of some members which had been brought about by unfore¬ 
seen developments. 

The history of the pig iron cartel goes far back into the 
nineteenth century. As early as 1840 local agreements be¬ 
tween iron producers existed. In 1896, the more important 
local pig iron cartels combined in the Roheisen-Syndikat zu 
Diisseldorf. In this form the cartel lasted until 1908 when 
new powerful outsiders and internal quota difficulties pre¬ 
vented the renewal of the cartel agreement. During the 21 
years of its existence the Roheisen-Syndikat zu Diisseldorf 
had developed from a loose price agreement by numerous 
steps to a cartel that was the exclusive sales agent of its 
members. 

One year and a half of free competition followed and 
proved to be ruinous for the whole industry. The outsiders 
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of the old cartel suffered at least as much as the others and 
presently a number of indications showed that the outsiders 
would prefer membership in a new cartel to the continuation 
of the disastrous competition. Yet, negotiations were long 
drawn out and seemed hopeless at times. On December 31, 
1908, the old cartel had expired and it was not until August 
8, 1910, that the new pig iron cartel was finally organized. 
The name Roheisen-Verband G.m.b.H. was adopted and 
an attempt made to include all blast furnaces of the German 
tariff territory in the cartel. The iron works of Luxem¬ 
burg, allied with those of Lorraine, had a cartel of their own 1 
and preferred to take advantage of their own particular 
position. On July 29, 1911, they compromised with the 
Roheisen-Verband and the relations of the two cartels were 
fixed on a contractual basis. This arrangement proved to 
be highly advantageous, when in 1918 Luxemburg left the 
German tariff system preparatory to joining Belgium 
economically. Lorraine went to France. Unlike the situa¬ 
tion in the case of other cartels in the iron and steel industry, 
these changes did not automatically dissolve the Roheisen- 
Verband; Luxemburg and Lorraine had not been members. 
The temporary and provisional agreements of 1910 and 1911, 
were put in final form on October 11, 1912. In the 15 
years that have elapsed since that day, the Roheisen-V erband 
has always had the voluntary and strong support of all its 
members. Whenever new outsiders entered the industry, 
they before long joined the cartel. An explanation of this 
surprisingly strong cohesion manifested by all cartel members 
lies in the fact, that most cartel members use the greater part 
of their own iron for steel production. When the old cartel 
expired in 1908, already more than two thirds of the total 
production was not for sale. Since then the share of iron 
produced for own consumption has further increased and 


1 Roheisen-V erkaufsvereinigung in Luxemburg, 
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may now be estimated at 80% during normal times. Most 
members are primarily interested in a regular supply of iron 
for their steel mills at stable prices; they compete in steel, 
their finished product. 

The stabilizing influence of the pig iron cartel on pig 
iron prices is shown in the following chart by comparison 
with bar iron prices, not regulated by any cartel. 



Chart 3. Monthly Prices of Pig Iron and Bar Iron per Ton 1 
(July, 1919 to September, 1921) 

The qualities compared are Stabeisen (bar iron) and Sieger- 
lander Stahleisen (for simplicity’s sake called pig iron by the 
author). Prewar prices of the two qualities approximated 
a ratio of 36: 25. 2 

1 All prices are stated in paper marks. Quotations for the U. S. 
dollar were 

13-75 marks on July 1, 1919, 

103.75 marks on February 9, 1920, 

33.25 marks on June 21, 1920, 

69.62 marks on June 21, 1921, 

127.00 marks on September 28, 1921. 
a The data are taken from Klotzbach, Der Roheisen-Verband , where 
they are presented graphically in a more elaborate form. 
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The Stahhverks-Verband. —The numerous cartels for the 
different kinds of steel products are combined and managed 
by the Stahlwerks-Verband A.G. (Steel Works Cartel), a 
cartel for steel cartels. The more important sub-cartels are 
the following: 


Rohstahlgemeinschaft 
A-Produkten-Verband 
S tdbeisen- Verband 
Bandeisen-Vereinigung 
Grobblech-V erband 
Walzdraht-Verband 
Draht-Verband 


(steed ingot cartel) 

(cartel for “A”-products) 
(bar iron cartel) 

(band iron cartel) 

(thick sheet cartel) 

(rolled wire cartel)’ 

(wire cartel) 1 


Of these, the cartel for “A”-products is again subdivided into 
tartels for half finished products, railroad structural steel 
and figured bar iron. ( Formeisen ). The head cartel, the 
Stahlwerks-Verband, and all its component parts have 
undergone many radical changes since their organization in 
1904. Since the steel works of Lorraine and Luxemburg 
were members, the cartel could not survive the territorial 
changes of 1918. Its corporate form secured a continuity 
of existence when the cartel ceased to function and even 
when the cartel was formally dissolved on June 30, 1920. 
The corporation was still in existence when the new cartel 
five years later brought life into the lifeless form. Before 
the war the Stahlwerks-Verband was the exclusive sales agent 
for “A”-products, such as rails, ties, structural steel, and 
half finished products. Through subcartels it was also ex¬ 
clusive sales agent for “Byproducts (wire, pipe, wheels, 
etc.). But the whole organization collapsed in 1918, and 
during the period of inflation. The general tendency in 
those years was away from cartels toward integrated com¬ 
bines. 1 When stabilization came with its severe crisis of 


1 More fully described on page 27 . 
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readjustment, the steel industry was completely disorganized 
and unprepared. Delay meant losses and immediately an 
attempt was made to re-erect the steel cartels. As in the 
coal industry, some enterprises had developed large and ex¬ 
pensive sales organizations of their own and opposed the 
concentration of the trade in the hands of the cartels. But 
unlike the coal industry, no steel cartel existed and the in¬ 
dustry could not afford to lose the time involved in solving 
such complicated questions while its very existence was at 
stake. Starting with the sub-cartels, reorganization was 
rushed and on November i, 1924, the first cartel agreement 
went into effect. 

The Rohstahl-Gemeinschaft (raw steel or steel ingot 
cartel) has been in operation since November 1, 1924, and 
will expire on October 3*1, 1929. Avoiding the difficult trade 
problem, this cartel restricted itself to the regulation of pro¬ 
duction in accordance with the market situation. No regu¬ 
lation of prices is attempted, no central sales agency is pro¬ 
vided. The production of Bessemer-steel, Thomas-steel, 
and Siemens-Martin-steel is curtailed or increased monthly. 
The cartel administration fixes a percentage of the basic 
quota expressed in tons, which may be produced. The 
original total quota amounted to 13.4 million tons of steel per 
year. The quotas of the individual members were based 
on their maximum monthly production and some maintain 
that they contained 20% water. An 80% activity seemed 
to be the goal aimed at. The trade problem is not dealt 
with at all and the other difficulty of the coal cartel—the 
producers’ own consumption—is solved for steel ingot by 
applying up to 25% curtailment uniformly to the whole out¬ 
put, steel for sale and steel for own consumption. Curtail¬ 
ments in excess of 25% apply only to steel for sale; the quota 
of steel for own consumption is not affected at all by such 
curtailments provided the member’s total production does 
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not exceed 75% of his total quota. For instance, a 30% 
curtailment would mean a production of 70% of the steel for 
sale quota, and of 100% of the steel for own consumption 
quota. Production under the latter head reverts to 100% 
whenever the curtailment exceeds 25%. To prevent unfair¬ 
ness as a result of such a rule, it has been expressly agreed 
that whenever curtailment exceeds 25%, a member’s total 
production may not exceed 75% of his total quota. After 
a 25% curtailment, a further curtailment cannot raise the 
output of any member, but the output may remain unaffected. 
—It is considered a case of own consumption when the steel 
is used in an enterprise in which the cartel member has at 
least a 51% interest. Overproduction is penalized when it 
persists for two months. If the total production of two 
consecutive months exceeds the combined quotas for these 
two months, the member involved has to pay RM 25.00 to 
the cartel for every ton of steel produced in excess. Under¬ 
production is credited to the members and at the end of the 
year the accumulated excess penalties are distributed to 
those that have underproduction to their credit on a pro 
rata basis. This distribution, however, may not exceed 
RM 25.00 per ton underproduction. 

The steel and iron boom in Germany in 1927 brought the 
volume of production way above 80% activity that may 
be considered normal. The average curtailment of steel 
ingot production for the first seven months of 1927 was 
1.4%. In July, 1927, production was 100% of the quota. 

The Rohstahl-Gemeinschaft was hardly formed when 
further steps toward the reorganization of the Stahlwerks- 
Verband were taken. The next sub-cartel, the Halbseug- 
Verband (cartel for half-finished products) became effective 
on January 1, 1925, or only two months after the Rohstahl- 
Gemeinschaft. The two are quite different in their organiza¬ 
tion; the Halbseug-Verband again assumed the role of an 
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exclusive sales agent for its members. All other sub-cartels 
followed the same plan and, therefore, do not need to be 
discussed in detail. The Halbzeug-Verband is a cartel of 
the highest type. All orders and inquiries which reach 
members of the cartel have to be turned over to the cartel 
administration. The cartel has the exclusive right to sell. 
It distributes the orders and no member has a right to refuse 
to fill an order. The cartel collects the proceeds of the sale 
and accounts to all members on the twentieth day of every 
month. The cartel makes no profits of its own and all ex¬ 
penses have to be paid by its members pro rata according to 
their tonnage. A number of steel enterprises, not joining 
the cartel, 1 bound themselves to the cartel, not to sell any 
half finished products in the open market as long as the 
cartel remains in existence. Most likely they received an 
assurance in return that the cartel members would not in¬ 
vade their particular field of production. To prevent the 
coming up of outsiders, all members of the cartel obligated 
themselves, not to dispose of their enterprises unless the 
successor should undertake to join the cartel. No member 
may produce as an outsider in some other plants either under 
its own or under another name. A penalty of RM 100.00 
is attached to every ton sold directly.—Immediately after the 
creation of the Halbzeug-Verband, the old Stahlwerks-Ver - 
band corporation took charge of its administration, as it had 
already done for the Rohstahl-Gemeinschaft. Later on, the 
Halbzeug-Verband became part of the A-Produkten-Ver- 
band which in turn is part of the new Stahlwerks-Verband. 

A little later the other sub-cartels were organized after 
the same pattern. On April 23, 1925, the agreement re¬ 
erecting the head cartel, the Stahlwerks-V erband, was signed 

1 Gelsenkirchener Bergwerks-Aktien-Gesellschaft; Rombacher Hut ten - 
werke A . G.; Kldckner-Werke, A. G.; Linke-Hoffmann-Lauchhammer, 
A. G. 
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by all big German steel producers. Lorraine, Luxemburg, 
and East-Upper-Silesia are no longer represented in the 
cartel. To keep their products from disturbing the German 
domestic market, negotiations were immediately started with 
them. A purchase of one million tons of steel through the 
Stahlwerks-Verband was spoken of. In exchange, these 
new foreigners would cease to sell in Germany. It is doubt¬ 
ful, whether this step has actually been taken. The problem 
involved finally led to the formation of the Continental Steel 
Cartel which will be discussed in detail a little later. The 
new Stahlwerks-Verband became effective on May i, 1925, 
on the very same day when the reorganized coal cartel began 
to function. In Germany’s economic history the Krisenjahr 
(crisis year) 1925 will always occupy a place of special im¬ 
portance and it may well be that the first of May of that 
year will be considered the turning point for the better. On 
that day steel and coal, the bases of Germany’s economic 
structure, had adjusted themselves to the changed conditions. 

The agreement re-erecting the Stahlwerks-Verband runs 
for five years and expires on April 30, 1930. As quotas for 
the different members, their maximum productions for any 
three consecutive months during 1922 to 1925 were taken. 

For 1927, all steel and iron cartels report record sales. 
Margins of profit are at the same time unusually small. The 
Stahlwerks-Verband does not seem to be quite strong enough 
to enforce its prices. Especially the Band-Iron and the Bar- 
Iron sub-cartels report underselling as occurring. Some of 
the iron sold at lower prices may have come from abroad. 
Especially Belgian producers are under suspicion. This ex¬ 
planation, however, does not seem to be satisfactory or com¬ 
plete. Big outsiders do not exist; but small ones may be 
in the market. And if this explanation is not sufficient 
either, the cartel discipline must be questioned. Possibly 
some members increase their production by direct sales. 
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Whatever the reason, it should be noted that the steel cartels 
have difficulty in enforcing their prices. 

From the foregoing discussion of a few steel and iron 
cartels, it should not be assumed that they are alone in the 
field. A few more may be mentioned in passing: 

Rohren-Verband (tube cartel) 

Drahtseilverband (wire cable cartel) 

Leitungsdraht-Konvention (conducting wire cartel) 
Fittings-V erband (fittings cartel) 

It may even be doubted whether there is another industry 
with an equal or larger number of cartels. The official cartel 
investigation of 1905 placed the number of iron and steel 
cartels at 62. The investigations of Dr. Metzner in 1924 
(in co-operation with the National Association of German 
Industry) 1 revealed 234 cartels in this field. And yet, the 
cartel form of industrial combination is not the only one 
prevalent in the iron and steel industry. 

Vereinigte Stahlwerke Aktiengesellschaft. — Integrated 
combines in this industry are as old as the industry itself. 
Consolidations have occurred frequently. But none of these 
changes can compare in importance with the creation of 
the Rhein-Elbe-Union which after a hectic career finally 
formed the backbone of the German steel trust, the Ver¬ 
einigte Stahlwerke A. G. (United Steel Works Corporation). 

On August 17, 1920, two big integrated steel combines 
formed a very close community of interest for 80 years. 
A third concern joined the two with some reservations and 
special privileges. The three are: 

Deutsch-Luxemburgische Bergwerks - und Hiitten-Akti - 
engesellschaft 

Gelsenkirchener Bergwerks-A k tien-Gesellschaft 

Bochumer Verein fur Bergbau und Gussstahlfabrikation. 


1 The German national associations are discussed on page 38. 
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They are usually called Deutsch-Lux, Gelsenberg, and Boch- 
umer Guss. Stinnes owned a large block of shares of 
Deutsch-Lux and thereby influenced the whole community of 
interest quite strongly. Deutsch-Lux and Gelsenberg agreed 
to equalize .their capitalizations. For that purpose Gelsen¬ 
berg scaled down its common stock outstanding from 188 
to 130 million marks (par value). Profits were to be 
shared fifty fifty. To co-ordinate the efforts of the two 
combines, to examine balance sheets and depreciation charges, 
and for similar purposes a special corporation with a small 
capitalization was formed under the name Rhein-Elbe-Union 
G.m.b.H. 

At the end of the same year, on December 30, 1920, one 
of the two dominant electro-technical combines joined the 
combination. When Siemens & Halske A.G. and Elektri - 
sntdts A.G. vorm. Schuckert & Co. entered the community 
of interest, its name was changed to Siemens-Rheinelbe- 
Schuckert-Union G.m.b.H. and 130 million marks par value 
of preferred stock were exchanged. Thus Stinnes became 
a stockholder in the different Siemens companies. 

When the Stinnes combine collapsed in 1925, Stinnes’ 
holdings of Deutsch-Lux stock were sold to English inter¬ 
ests 1 and the Siemens stock went back to the Siemens family. 
The community of interest remained in existence; relations 
became somewhat looser. The Rheinelbe-Union, now separ¬ 
ated from the Stinnes combine and thrown back on its own 
feet again during a time when the depression was severest in 
Germany, was free for further alliances. Other steel in¬ 
terests had the same desire. Already on January 14, 1926, 
the Vereinigte Stahlwerke (United Steel Works) were in¬ 
corporated with a capitalization of 60,000. RM to study the 
possibilities of forming a steel trust. 

The depression of 1925 was heavily felt by the steel in- 

1 The Stinnes concern has been discussed on pages 30-32. 
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dustry. The increasing scarcity of money and credit 
strongly affected the domestic demand for steel and exports 
were practically impossible since countries with inflated cur¬ 
rency and the subsidized English steel industry could sell at 
prices that were considerably lower than the German prices. 
Financial obligations under the Treaty of Versailles and 
under the Dawes Plan, increased taxes and social burdens 
made German steel too expensive to compete abroad. An¬ 
other serious fact was that the steel capacity of Germany 
and of most other countries exceeded the normal demand. 
All these circumstances seemed to be more or less permanent 
in character and cartels could do comparatively little to im¬ 
prove conditions. They could prevent excessive competi¬ 
tion in the domestic field and stabilize domestic prices. They 
were unable, however, to create domestic demand or to lower 
cost of production to such an extent as to make exports 
possible. The latter aim could only be achieved through 
large-scale production in the most economical plants, through 
powerful, far-reaching modernization and specialization. 
Only a powerful trust could affect these economies. 

Such considerations induced the Rheinelbe-Union, the 
Thyssen and the Phoenix groups, and the Rheinische Stahl- 
werke to enter into negotiations looking toward the creation 
of a strongly centralized trust. On May 5, 1926, a complete 
agreement was reached and two days later the Vereinigte 
Stdhlwerke A.G. raised its capitalization from 60,000 RM 
common stock par value to 800 million RM common stock 
par value and to 50 and 75 million par value of participation 
warrants “A” and “B” respectively. These securities were 
issued to the organizers for practically all their plants and 
works, coal and iron mines, stores and securities. The 
organizing companies remained in existence and their main 
assets are now the securities issued by the Vereinigte Stahl- 
werke A.G. 



106 CARTELS, COMBINES IN POST-WAR GERMANY 


The seven organizers were: 

(1) Gelsenkirchener Bergwerks-Aktien-Gesellschaft 

(2) Deutsch-Luxemburgische Bergwerks- und Hutten- 
Aktiengesellschaft 

(3) Bochumer Verein fur Bergbau und Gussstahlfabrika- 
tion 

(4) the Thyssen group 

(5) " Phonix” A.-G. fur Bergbau und Hiittenbetrieb 

(6) Vereinigte Stahlwerke van der Zypen und Wissener 
Eisenhutte A.G. 

(7) Rheinische Stahlwerke 

As has been stated above, the first three are combined in the 
Rheinelbe-Union, number five and six are the Phonix com¬ 
bine. Their participation in the new trust is on the follow¬ 
ing basis : 

Table 3. Influence of the Seven Organizers in the Steel Trust 


Gelsenberg 

IS-I %) 


Deutsch-Lux 

15.1 % y Rheinelbe-Union 

39 - 5 % 

Bochumer Guss 

9.3 %J 


Thyssen 

26.0 % J- Thyssen group 

*6.o% 

Phdnix 

van der Zypen 

35 % } comljine 

26.0% 

Rheinstahl 

8.5 % }- Rheinstahl 

8.5% 


100.00% 

100.00% 


The Thyssen group consists of six nominally independent 
enterprises which are all controlled by the Thyssen family. 
Fifteen additional enterprises are more or less loosely 
affiliated with this group. The seventh organizer, Rhein- 
stahl, is controlled through majority stockholdings by the 
I. G. Farbenindustrie A. G., the German dye trust. The 
number of coal mines and iron and steel mills, and the value 
of stores taken over from the seven organizers were as 
follows: 
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Table 4. Works and Stores taken over by the United Steel Works 
Corporation upon Organization 


Name 

Number of 
coal mines 

Number of 
iron and 
steel mills 

Stores, 
value in 
million RM. 

Gelsenberg. 

10 

4 

1 19*8 

Deutsch-Lux. 

10 

8 

27.5 

Bochumer Guss. 

3 

3 

24.9 

Thyssen. 

3 

3 

58.3 

Phonix. 

7 

6 

44.2 

van der Zypen. 

.. 

2 

5-1 

Rheinstabl. 

•• 

3 

23-4 

Total. 

33 

29 

203.2 


These figures do not bring out the size and economic im¬ 
portance of the mines and mills taken over. Such a valua¬ 
tion may be found in the amount of securities (par value) 
issued for them. 

Table 5. Securities and Cash Received by the Seven Organizers 
upon Organization of the United Steel Works 

(In million Reichsmarks) 


Name 

Common 

stock 

Participation warrants j 

Cash 

“A” 

“ B” 

Gelsenberg. 


2.4 

17.7 

19.8 

Deutsch-Lux. 


6.5 

8.2 

27.5 

Bochumer Guss .... 

74-3 

•9 

.. 

24.9 

Thyssen. 

207.9 

40. 

27.0 

58.3 

Phdnix. 

189.1 

• • 

15.0 

44.2 

van der Zypen .... 

18.7 

.. 


5 -i 

Rheinstahl. 

67.9 

• • 

7.0 i 

23.2 


According to the agreement of May 5, 1926, all mines, works 
and plants of the seven organizers were taken over by the 
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new steel trust as of April i, 1926. The only important ex¬ 
ceptions were the mine “ Monopol ” which remained with 
Gelsenberg and all the coal mines of Rheinstahl the pro¬ 
duction of which had been sold to the dye trust (holding the 
majority of the Rheinstahl stock outstanding) under a long 
term contract. 

Immediately after organization, the Vereinigte Stahlwerke 
A.G. began to expand. Its primary field of activity and in¬ 
fluence was the Ruhr district but it had incidentally taken 
over a few plants located in other iron and coal producing 
districts. One aim of the expansion policy, therefore, was 
to participate with these outlying plants in the organization 
of other regional steel trusts. In the Sieg district, the south¬ 
ern neighbor of the Ruhr district, the plants already owned 
(especially iron-ore mines) were on July 1, 1926, placed 
under a central management, directing their affairs and those 
of the Charlottenhiitte A. G., which on that day joined the 
steel trust with its many plants in that district. 

In Central Germany a special steel trust was organized for 
reasons similar to those in the case of the Ruhr district. 
Here and there, the individual enterprises were not quite 
large enough to avail themselves of all the benefits of large 
scale production. Division of labor could not be practiced 
to the most economical extent and unit cost of production 
was, therefore, higher than necessary. The high cost of pro* 
duction in the German steel industry at that time almost 
killed the competitive power of German steel in the inter¬ 
national market and the domestic market was in the depth of 
depression. This was realized just as much in Central Ger¬ 
many as in the Ruhr district. In the fall of 1926, the 
Mitteldeutsche Stahlwerke A.G. (Central German Steel 
Works Corporation) was organized by the Vereinigte Stahl¬ 
werke A.G. and others. The more important works taken 
over by the Central German steel trust had formerly belonged 
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to the Vereinigte Stahlwerke A.G. and to the Linke-Hof- 
mann-Lauchhammer combine which dissolved at that time. 
Through the common stock received in payment, the Ruhr 
steel trust acquired a working majority in the Central Ger¬ 
man combination. 

The Central German combination in turn controls the 
Silesian combination. The Vereinigte Oberschlesische 
Hiittenwerke A.G. (United Upper-Silesian Steel Mills 
Corporation) had taken over the Upper-Silesian plants of 

Donnersmarck Htitte 

Oberschlesische Eisenindustrie A.G. (Caro) 

Oberschlesische Gesellschaft fitr Eisenbahnbedarf ( Ober - 
bedarf) 

Linke-Hofntann-Lauchhammer combine. 

The stock issued in payment to Linke-Hofmann was taken 
over by the Central German steel trust against payment in 
stocks of this trust. It is through these other regional trusts 
controlled directly or indirectly by the Vereinigte Stahlwerke 
A.G. that the Ruhr trust combines the majority of the quota 
of the Rohstahlgemcinschaft (steel ingot cartel) in its hands. 

At the same time expansion of the steel trust took place 
within the Ruhr district. Krupp, Klockner, and Hoesch, 
three large and efficient integrated combines did not join the 
combination. Klockner and especially Hoesch were so 
systematically organized and well managed that they were 
hardly affected by the severe depression of 1925 and there¬ 
fore not, like the others, forced by necessity into the trust. 
A special endeavor was made to have Krupp join the com¬ 
bination. These attempts, however, failed. Krupp con¬ 
sidered its name and good will as too important to be lost, 
and believed that as regards production, fields of interest, 
and capitalization (still a family enterprise) it is in a class 
of its own. Krupp assured the new trust upon its with- 
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drawal from the negotiations, of its willingness to cooperate 
and to maintain friendly relations. Friendly relations were 
also established with Hoesch and Klockner. 

When two other big integrated combines lost their liquid¬ 
ity and dissolved, the cooperation between the steel trust and 
the three powerful outsiders was well demonstrated. They 
formed a syndicate and bought the majority of stock of five 
enterprises which the Stumm combine (primarily of the 
Saar district) was forced to sell in order to regain its liquid¬ 
ity. In a similar way the works of the re-organizing Rom- 
bach combine were bought up by this syndicate. The 
syndicate proceeded immediately to distribute the mines and 
mills acquired amongst its members and it may be assumed 
that the task is finished by now and the syndicate dissolved. 
The quota of the steel trust in the syndicate amounted to 70%. 

The trust does not believe in vertical expansion. On the 
contrary, some plants specializing on finished products like 
machines, have been separated from the trust and taken over 
by a combination of machine works in which the steel trust 
thereby acquired an interest. Several such instances have 
occurred. 

A Set-Back to the Expansion Policy. —In August, 1927, 
two members of the supervising board, both of them re¬ 
presenting Phonix interests, resigned their positions. With 
a third industrial leader, the two had organized the Stahl- 
werk Niederrhein A.G. in July, 1927, to produce steel tubes. 
The organization of a new competing enterprise by some of 
the very leaders of the trust attracted general attention and 
wild conclusions were drawn from the fact. Some believed 
the whole Phonix concern (26% of the trust) would leave 
the combination; others saw already in their imaginations a 
complete collapse. Nothing of that kind has happened and it 
is very unlikely that it will occur. The two seem to have 
acted as private capitalists and optimists believing that the 
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present iron and steel boom in Germany will last a long 
time and will offer great possibilities for shrewd experts. 
The Phonix concern itself has not changed its attitude to¬ 
wards the trust in the slightest. Difficulties in a dissolution 
are anyhow practically insurmountable. It would be equiv¬ 
alent to an unscrambling of eggs. The fact that two of the 
25 members of the supervising board resigned to further 
some personal interests of their own cannot threaten the 
existence of the trust. The future will show whether or not 
the new steel enterprise will be able to survive a downward 
swing of the business cycle. Present hopes are no proof. 
Whatever the end of this incident will be, 1 the expansion 
policy of the Vereinigte Stahlwerke A.G. has suffered a 
psychological set-back. 

Internal Changes Since Organization .—The endeavor to 
reduce unit costs of production has frequently found ex¬ 
pression in internal rearrangements. One instance may serve 
as illustration. The administration of the Vereinigte Stahl¬ 
werke A.G. announced in July, 1927, that the lifting of coal 
at the mine Rheinelbe will be stopped and that the whole 
surface plant (e. g. coke ovens) will be closed. This mine 
has been famous as the biggest and most modern mine of 
the whole Ruhr district. Radical improvements in coke 
oven construction have been made within recent years and 
the trust has built a larger, quite up-to-date plant near the 
mine “ Alma ”. The fields of Rheinelbe and Alma are 
bordering and the two mines are connected underground. 
In the future (probably beginning about April 1, 1928) all 
coal mined in Rheinelbe will be shipped underground to 
Alma and lifted there. The abandonment of such an im- 

1 Present indications are that the steel tube cartel will buy out the 
present owners of the new plant (outsider). In that event the new works 
may never produce and the organizers may again join the supervising 
board of the steel trust. 
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portant plant as Rheinelbe shows the earnestness with which 
the trust attacks the problem of improving and modernizing 
production so as to strengthen its competitive power. Quite 
a number of employees will have to shift their place of em¬ 
ployment and perhaps of residence from Rheinelbe to Alma, 
and quite a number will lose their jobs since the larger new 
plant can be operated with fewer employees. 

The community of interest Rheinelbe-Union early in 1927, 
changed its financial structure. The three component parts 
Deutsch-Lux, Gelsenberg and Bochumer Guss merged. 
Gelsenberg gave its name to the consolidated company and 
since then Gelsenberg is identical with the Rheinelbe-Union. 

A few statistics 1 will conclude the discussion of the Ver- 
einigte Stahlwerke A.G. In April, 1927, the trust itself had 
70 modern blast furnaces, 39 Thomas and 124 Siemens ovens 
in its many plants. The production capacity per year 
amouned to ten million tons of pig iron and nine million tons 
of steel. The trust’s share of the total output of the coal, 
iron and steel industries expressed in percentages of total 
cartel quotas was as follows: 

Table 6. Quotas of the Steel Trust in Different Cartels 


Coal. 21.88 % 

Steel ingot. 41.082% 

“A”—products. 40.956% 

Half finished steel. 50.711% 

Structural steel. 47.416% 

Figured bar iron. 21.715% 

Bar iron. 34-372% 

Band iron. 48.444% 

Thick sheet. 44.551% 

Rolled wire. 29.877% 

Wire. 23.569% 

Pipes. 50.198% 


1 Das Spezial-Archiv, Vereinigte Stahlwerke Aktiengesellschaft Diissel - 
dorf , 1927, pages 17 to 33. 
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This list first of all shows that the trust is a member of quite 
a number of cartels. It furthermore demonstrates that the 
trust iself controls directly already a very large share of the 
business in the coal, iron and steel lines. If the quotas of the 
Central German and of the Silesian trust are added to the 
quotas of the Ruhr trust, which controls them directly or in¬ 
directly, the total exceeds 50% in practically all the cartels. 

INTERNATIONAL COMBINATIONS 

The Organisation of the Continental Steel Ingot Cartel .— 
Immediately after the stabilization of the currency the Ger¬ 
man steel industry began to look forward to international 
steel agreements. When early in 1925 the domestic steel 
cartels had been reorganized, the desire to form an inter¬ 
national cartel gained in intensity. The best internal regula¬ 
tion of the steel busines was of little value as long as the steel 
producing regions of Lorraine, Luxemburg and Silesia, all 
members of the pre-war steel cartels, could undersell Ger¬ 
man steel in the domestic market. It has already 1 been 
mentioned that the Stahlwerks-Verband considered buying 
one million metric tons of steel from the producers in the lost 
territories against their promise not to sell in the German 
market. The international steel negotiations that ensued 
were an attempt to adjust industry to the Treaty of Ver¬ 
sailles. The treaty had stressed nationality in its territorial 
regulations and neglected the existence of well defined econ¬ 
omic units. Units pulled apart were for instance industrial 
Upper-Silesia which was divided between Poland and Ger¬ 
many, and the West German coal and iron unit which went 
partly to France and partly (Luxemburg) joined the Belgian 
economic system. If the parts separated politically could be 
economically reunited, the danger to the well being of every¬ 
body concerned would be averted to a large extent. In the 

1 On page 102. 
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meantime, the districts affected lost more and more their 
importance in the total world production. Not only did they 
not keep up with the general growth of the industry, but their 
actual production fell off from their own results in preceding 
years. 

These tendencies were apparent to all parties and in spite 
of all political animosities an agreement was reached in 
October, 1926. Special Belgian wishes somewhat en¬ 
danger the conclusion of the negotiations, but for the sake 
of an international cartel the other participants and especially 
Germany were willing to make sacrifices. The original 
agreement was signed by Germany, France, Belgium and 
Luxemburg. It is the announced policy of the cartel to be 
open to all who may wish to join; and two months after its 
organization (on December 10, 1926) Austria, Hungary and 
Czechoslovakia joined as one group.. 

Poland has expressed her desire to become a member of 
the cartel, but insists on a certain minimum quota. Several 
times negotiations have fallen through. An agreement is 
expected to be reached in the near future. 

Attempts to include England, if made at all, were not suc¬ 
cessful. It seems that the English steel industry has not yet 
organized itself in an organic whole and is therefore unable 
to bind itself by one signature. Besides, English interests 
do not conform so closely with the interests of Continental 
Europe which are intimately interrelated. Reports of Eng¬ 
lish adhesion to the steel trust are at least premature. 

The Terms of the Cartel Agreement .—The cartel agree¬ 
ment contains the following stipulations: Every member of 
the cartel has to pay $1. into a common fund for every 
metric ton of raw steel actually produced. The dollar is 
payable on the 25th day of the following month by ninety-day 
drafts. All amounts remitted are credited to the paying 
country. 
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Production is fixed quarterly by the managing committee 
which consists of four members, one for each country. The 
decision to be binding must be three to one or Germany and 
France combined against the two small members. This com¬ 
mittee decides on the ratio of curtailment by establishing a 
coefficient to be applied to the quota of all members. The 
quotas expressed in tons of production per year are the re¬ 
sult of the bargaining preceding the organization of the 
cartel and broadly speaking were based on the production dur¬ 
ing the first quarter of 1926. For excess production the 
respective country has to pay into the common fund an ad¬ 
ditional $4. for each metric ton of steel produced in excess. 
Underproduction of less than 10% of the authorized quota 
for the quarter entitles to a rebate of $2. for each ton below 
the authorized quota. 

Every three months the amount accumulated in the com¬ 
mon fund is distributed among the members after general 
expenses have been deducted. The balance is paid out to 
the members in proportion to their actual production during 
the three-month period; this payment, however, may not 
exceed $1. per ton. An excess amount due to overproduction 
is shared according to the size of the quota. 

The cartel expires on April 1, 1931. Until May 1, 1929, 
any country may announce its withdrawal as of October 31, 
1929. Such an announcement would release all other sig¬ 
natories on the same day. Any country may withdraw from 
the cartel after three months prior notice and thereby dissolve 
the cartel if Germany increases her duties on steel imports 
(a clear indication that the Central European market is the 
prime field of interest for the cartel). The right of with¬ 
drawal is furthermore granted in a case where the govern¬ 
ment of a signatory country opposes it on the ground that 
some other country treats its general imports unfavorably, 
provided there is no commercial treaty between the two. 
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Another clause allowed Germany to withdraw if no appreci¬ 
able progress were made in the Franco-German Commercial 
Treaty negotiations by April, 1927. 

According to another stipulation of the cartel agreement 
other European countries may join the cartel after an affirma¬ 
tive vote of the cartel members. A majority decision is suffi¬ 
cient if the quota of the new member is based on its pro¬ 
duction during the first quarter of 1926. Otherwise, a 
unanimous vote is required. 

Difficulties After Organization .—Only a few months after 
the organization of the Continental Steel Ingot Cartel its 
very existence was threatened. The highest political and 
economic importance had been attached to the conclusion of 
the steel compact and it had been hailed not only as a big 
step forward toward the reconciliation of France and Ger¬ 
many, but also as a foundation for a close industrial entente 
between the leading powers in Continental Europe, which 
would materially aid the rehabilitation of the Old World’s 
business. But already in January, 1927, Germany served 
notice on the other members that unless they agreed to a 
largely increased quota of production for Germany, she 
would withdraw from the combination. Technically the 
threat was based on the fact that the Franco-German Com¬ 
mercial Treaty negotiations made no headway. The Ger¬ 
man argument is that her share of the annual quota is based 
on the output of a very unfavorable period for the German 
steel business. The first quarter, 1926, was in Germany a 
time of slowly beginning recovery after the depression had 
reached its depts in 1925, the Krisenjahr. The same period 
witnessed an inflation boom in Belgium and France where 
the lag of the domestic price level behind the depreciation of 
the currency stimulated production and export. German 
wishes found very little sympathy. The February, 1927, 
session of the cartel in Luxemburg passed without taking 
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action on the problem. According to one opinion Germany’s 
threat was pure bluff, she would never withdraw. But others 
looked at the situation quite differently. Here on the one 
side was the German steel industry producing at nearly 100% 
capacity after having completed its reorganization; on the 
other side, the domestic French and Belgian market was since 
a number of months practically non-existent. The rapid 
appreciation of the currency had severely affected domestic 
trade. Since the beginning of the year the only outlet for 
steel products, the export trade, was falling off rapidly. That 
under these circumstances the prevailing arrangements would 
have to be reconsidered was soon realized by all. 

One suggestion was that Germany's penalty for past over¬ 
production should be reduced in return for Germany's with¬ 
drawal from the export trade. This arrangement would have 
given France and Belgium a chance to increase their pro¬ 
duction and sell it abroad, their domestic markets being in 
almost hopeless shape. All would have been well if the Ger¬ 
man domestic market could have absorbed 100% production 
of its own steel industry. German interests maintained that 
that was utterly impossible. Quick action was required to 
prevent the cartel from breaking up. 

Early in March, 1927, a special meeting of the cartel took 
place at Diisseldorf to smooth out these difficulties. Ger¬ 
many declared its home market to be over-saturated and 
that she believed a disaster unavoidable if the foreign 
markets should be closed to large German shipments. The 
other members thereupon asked for a German promise 
eventually to restrict output below the quota, and as com¬ 
pensation were willing not to enforce the penalties. The 
Germans declared permanent scaling down of their produc¬ 
tion to be just as impossible as their paying large fines for 
any length of time. Finally a temporary compromise was 
agreed upon. For three months to come Germany should 
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be freed from its obligation to pay penalties, but after the 
expiration of that period she would have to restrict her out¬ 
put or pay the fines. 

A few weeks later the total quota of the member countries 
was increased by a million and a half metric tons per year 
which automatically reduced the German penalties. And 
Germany undertook to export monthly 75,000 tons less than 
her average monthly export in the second half of 1926. 
That period, however, had been one of large German ex¬ 
ports; during the last quarter of 1926 Germany had exceeded 
its quota 124,000 tons a month on the average. 

In accordance with the cartel agreement, the common fund 
was distributed for the first time on April 1, 1927, or six 
months after the organization of the combine. 


Table 7. Disbursement of the Common Fund of the Continental 
Steel Ingot Cartel on April i, 1927, half year results 

(For Germany, Belgium and France) 



Steel production 
thousand metric tons 

Million dollars 

Country 

quota 

actual 

difference 

1 

paid 


received 

net 





regular | 

fine 

total 



Germany. 
Belgium.. 
France • > 

6,160 
1,659 

4.476 

7 »6 q 4 
1,882 
4,202 

1 * 5.34 
23 .' 
— 274 

7.604 

I>82 

4.202 

6.136 

.932 

(—. 494 ) 

13-83° 

2.814 

3.70s 

9871 

2.643 

7.123 

—3 959 
— .171 

3 - 4*5 


As a result of the payments to the cartel, cost of production 
for German steel is increased RM 2.16 per ton, French cost 
is decreased RM 3.41 per ton. The spread in cost of pro¬ 
duction, resulting from the cartel agreement, is RM 5.57 per 
ton against Germany and in favor of France. 

. Since April, 1927, the divergence between quota and 
actual production has continued to increase. Figures for 
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the second half year of the cartel (April to September, 1927) 
show a further rise of the German production by about 6%, 
and a further decline of French production by 1.3%. Dur¬ 
ing the third quarter of 1927, Germany exceeded her quota 
by one million metric tons or 31.6% of her quota. To meet 
these conditons, the original cartel agreement has temporarily 
been modified. The modifications consider 28% of the 
German quota (or 885,000 tons for a three months period) 
as normal export. For an excess export the original fine of 
four dollars per ton has been maintained. The remaining 
72% of the German quota (or 2,273,000 tons for a three 
months period) is regarded as the normal output for domestic 
consumption. The penalty for additional steel sold within 
Germany has been reduced to two dollars per ton for the 
third quarter of 1927, and to one dollar per ton for the 
fourth quarter of 1927. German interests doubt whether 
a change in the basic quotas can be secured before May, 1929, 
when the present agreement may be renounced as of October 
31, 1929, according to the original stipulations. 

When the cartel was organized in October, 1926, the 
members expected that the curtailment of production pro¬ 
vided in the agreement would tend to maintain or raise prices. 
These hopes have not materialized. Prices have been falling 
all along. The cartel started out and except for a short inter¬ 
ruption always has allowed production of 100% of the quota. 
When prices kept on falling the question of fixing prices and 
of appointing the cartel an exclusive sales agent, came up 
for discussion. Sub-cartels should be provided for the 
different classes of steel to be sold. In short, the German 
system of the Stahlwerks-Verband should be adopted by the 
international cartel. As could be expected, this proposal 
was made by Germany and the other members, while not en¬ 
thusiastic about it, have had no serious objections. If the 
technical problems involved in the introduction of such a 
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system could easily be solved, such a scheme would probably 
be adopted. The strength of the cartel would thereby be 
materially increased and the future will show whether such 
a step will be taken. Preliminary discussions are going on 
since the fall of 1927; they are very much hampered by in¬ 
ternal friction in the Belgian group. 

World Steel Production .—To describe the Continental 
Steel Ingot Cartel and its importance in its true perspective, 
a short survey of world steel production is indispensable. 
The figures will show that the steel production of all the 
countries combined in the steel cartel is still below the pro¬ 
duction of 1913, whereas the world steel production has in¬ 
creased about 50% since 1913. National states in Europe 
are too small to allow division of labor and mass production 
on such a scale as we see it in the United States. It has to 
be bom in mind, that the territory of France and Germany 
combined is only slightly larger than the territory of the 
state of Texas. Texas would never be able to sustain two 
large steel industries; not even one company, the United 
States Steel Corporation, could prosper on such a limited 
market. (Large-scale production is based on large markets, 
and those no European nation can provide within its bound¬ 
aries. Territorial economic units have been growing since 
the industrial revolution started. By now they have out¬ 
grown the size of European nations. Efficiency of produc¬ 
tion and prosperity can only be reached, if internal European 
boundaries are not allowed to have economic importance, 
or if the production factors of the different nations are able 
and willing to cooperate and coordinate themselves. Such 
considerations, and the necessary economic adjustments to 
the Treaty of Versailles led to this and other international 
cartels. The greater the interdependence of European 
nations and the firmer the belief of the masses that their 
very existence depends on a smoothly running European 
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production system, the farther removed is the danger of 
war. 

The economic losses resulting from breaking up the 
European production unit, are demonstrated in the follow¬ 
ing table. 


Table 8. Actual Steel Production 


Country 

1913 

1925 

i _ 

million 

metric 

tons 

per cent 
of world 
production 

million 

metric 

tons 

Per cent 
of world 
production 

Germany. 

18.9 

24.7 

12.1 

* 3-3 

France . 

4-7 

6.1 

7-4 

8.1 

England. 

7.8 

10.2 

75 

8.2 


31.8 

41.2 

46.1 

50.8 


Table 9. World Production 

in million metric tons 


1870 

1880 

1890 

1900 

1910 

1920 


.673 

4.192 

12.451 

28.342 

60.200 

71.678 


» 9«3 

1921 

1925 


76.583 

44.400 

90.772 


Table 10. Comparison between U. S. A. and Continental 
Steel Ingot Cartel 



1926 capacity 

1926 production 

million tons 

per cent 

million tons 

per cent 

U. S. A. 

64 

51.2 

49 

52.1 

Cartel. 

38 

30-4 

30 

3*-9 

Rest of world . . 

*3 

18.4 

15 

16.0 
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In 1913, the production ratio between the U.S.A. and the 
Continental Steel Ingot Cartel would have been 7:8 in favor 
of the U.S.A. In 1926, it was 6:10 in favor of the U.S.A. 
The cartel is a defence alliance and it may be years before 
a possible adverse effect on American steel exports will be 
felt. 

Chart 4. Yearly Steel Ingot Production in France, Germany and 
United States, Three Year Moving Averages 

(natural scale) 
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Chart 5. Ratio Chart of Yearly Steel Ingot Production Increase 
in France, Germany and United States, based on Three 
Year Moving Averages 

(semi-logarithmic scale) 

million tons 



’02 ’04 '06 ’o8 ’io ’x2 ’14 ’16 '18 '20 *22 '24 '26 


The two preceding graphs present the same facts. The 
first one shows the enormous increase of steel production in 
the United States since the beginning of the war and the 
large difference in the total produced in the United States, and 
France and Germany combined which have only just reached 
the 1913 level. The ratio chart brings out some other facts. 
The American steel industry has not maintained the rate of 
yearly increase of the years 1902 to 1912. One may draw 
the conclusion that without the war, present steel production 
would be larger, or at least as large, as it is today. The 
chart, furthermore, shows that for the last six years under 
consideration the rate of yearly increase was greater in 
Europe. If that condition should become permanent, the 
spread between American and European production will 
diminish. 

Other International Steel Cartels .—The Continental Steel 
Ingot Cartel is by far the most important international steel 
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cartel; but quite a number of other cartels exist in the same 
industry. 

Even older than its famous brother is the European Rail- 
makers’ Association (Erma) which was formed in March, 

1926, by Great Britain, France, Belgium and Luxemburg. 
No agreement with Germany could be reached because she 
objected to the treatment of British colonial markets and of 
her own reparation deliveries. In December, 1926, a com¬ 
promise was reached when Germany accepted the British 
view as to the colonial markets and in return had her way 
in the case of reparation deliveries. Czechoslovakia joined 
about the same time. 

The West-European Pig Iron Cartel combined France, 
Belgium and Luxemburg. Officially prices are fixed; but 
the cartel discipline seems to be next to nil. The combine is 
only a gentlemen’s agreement and negotiations are going on 
to improve, broaden and strengthen the organization of the 
cartel. Eventually Germany is expected to join. This 
will occur only after a thorough reorganization of the cartel 
and present conditions seem to indicate that such an event 
is still a long way off. 

An international Ferrous-Silicon Cartel has been organized 
by the more important producers with the exception of 
France and Italy. Shortly after becoming effective (June 
15,1926), the cartel was attacked for unreasonable price in¬ 
creases. The cartel replied that during the organization 
proceedings the members had undersold each other at ruin¬ 
ous prices to get a large quota. The prices then charged 
were abnormal altogether and the present ones, it is stated, 
are just and warranted. 

All during the summer of 1927, the rolled wire industry 
tried to conclude an international agreement. The cartel 
agreement was finally drawn up at Luxemburg on June 10, 

1927. Somewhat later it was signed but France and 
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Belgium made the reservation that they would first have to 
settle the difficulties of their internal organization before the 
cartel should become effective. Belgium had outsiders which 
it wanted to bring into line and the French producers had 
difficulties in agreeing on the subdivision of their quota. On 
October 1, 1927, the cartel became effective. The agree¬ 
ment has been concluded for six months only, on account of 
international negotiations going on in related fields of in¬ 
dustry. Quotas allotted are as follows: Germany 55%, 
France 22%, Belgium 16%, and Luxemburg 7% of the 
total production. 



CHAPTER VIII 


The Electro-Technical Industry 

The Early History of the Industry .—From the very be¬ 
ginning the electrical industry has been in the hands of a 
few concerns. The first enterprises to enter the field gained 
a lead that has never been overcome. Originally those en¬ 
gaged in the industry confined themselves to the manufac¬ 
ture of electrical equipment and machinery. But soon they 
started to take an interest in the generation and distribution 
of electric power, thereby creating a market for their own 
products. They assisted in the organization of power com¬ 
panies and created subsidiaries for that purpose. Some of 
the latter are holding companies, similar to the large holding 
companies in the public utility field within the United States. 

As an introduction to a discussion of the present situation, 
a short historical survey will bring out the more important 
stages of the growth of the concerns. Up to about 1890 
the enterprises of the electro-technical industry were mere 
manufacturing concerns which had not yet entered the field 
of integration and of expansion through holding companies. 
During the last decade of the century things changed radi¬ 
cally. The five leading companies developed into powerful 
organizations with many subsidiaries. During the years 
1900 to 1910, the weaker combines of the five were elimi¬ 
nated and absorbed by the two strongest which have domi¬ 
nated the electro-technical field up to today. Since 1910 the 
history of the whole industry is the history of vertical, hori¬ 
zontal, and geographical expansion of the two giants. 

126 
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One of the five combines of 1900 was the Siemens- 
Schuckert combination, composed of the Siemens & Halske 
A.G. and the Elektrisitats A.G. vorm. Schuckert & Co. 
A community of interest had been formed by the two; they 
pool and share their profits. Firmly in the hands of the 
family von Siemens and in close contact with Prussian 
nobility, the enterprise somewhat resembles the Krupp 
organization. In both instances we have more or less of a 
family enterprise and in both instances, the social and polit¬ 
ical standing of the owners was no liability as far as gov¬ 
ernment orders were concerned. Siemens* relations to the 
conservative magnates of the Ruhr District always were of 
the best and the Siemens-Schuckert combination secured the 
majority of their orders.—Of quite a different structure is 
the second combine of 1900, the Allgemeine Elektrisitats 
Gesellschaft (usually called A.E.G. after its initials). This 
corporation, best known to America under the name German 
General Electric, is a much younger organization. Siemens 
started in 1847, the A.E.G. only in 1883. It never was a 
family enterprise; the dominating group consists of a num¬ 
ber of business men with diverging interests. More demo¬ 
cratic and international in its tendencies than Siemens, the 
A.E.G. at times had trouble in securing sufficient govern¬ 
ment orders and the nationalists of the Ruhr often preferred 
to deal with the more acceptable Siemens combine. Quite 
naturally, the A.E.G. turned its special attention to the ex¬ 
port business and that has been its strength and sometimes 
its weakness up to the present time.—The other combines in 
the field were the Helios combination, the Kummer interests 
and the Felten & Guilleaume-Lahmeyer combine. In 1900, 
all of them had subsidiaries, holding companies and manu¬ 
facturing plants of their own. 

The first one to disappear was the Kummer combine, 
which collapsed in 1900. The remaining four entrenched 
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themselves more firmly and strengthened their internal 
organization. The two component firms of the Siemens 
combine concentrated the entire high-voltage part of their 
business in a new company organized in 1903 for that pur¬ 
pose. This " Siemens-Schuckertwerke, G.m.b.H.” soon de¬ 
veloped into the most important part of the Siemens com¬ 
bination.—In a similar way, the two component parts of the 
Felten & Guilleaume-Lahmeyer group consolidated their 
mutual interests in 1905. But the new “Felten & Guilleaume- 
Lahmeyer Werke A.G.” did not survive the elimination pro¬ 
cess going on in the electro-technical industry during the 
first decade of the twentieth century. Acquired by a sub¬ 
sidiary of the A.E.G. the Lahmeyer works changed their 
name and continue to exist as a subsidiary. The fate of the 
Helios combine was quite similar; the main difference was 
that it was acquired by the Siemens-Schuckert group. 

Since 1910, A.E.G. and Siemens-Schuckert have domi¬ 
nated the whole industry. Before proceeding to analyse 
their organization and their spheres of interest, a few words 
may be said about competition between the two. Like the 
stand taken by Krupp during the organization of the United 
Steel Works Corporation, the Siemens family does not favor 
a merger between the two combines. Here as there, the old 
traditions and history of the enterprise have built up a large 
good-will which would be lost in a merger. In both instances 
the particular form of capitalization—firmly in the hands of 
one family—is a strong inducement to retain the name and 
independence as did preceding generations. None of these 
reasons exists for the A.E.G. and it may safely be assumed 
that the A.E.G. is in favor of a merger of the two combines. 
The outspoken opposition of the Siemens interests has so 
far prevented all merger negotiations. From these facts it 
should not be reasoned that cooperation of any kind be¬ 
tween the two rivals is impossible. Enlightened competition 
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prevails. In a few lines, where the amount of output is not 
large enough to secure all possible benefits of division of 
labor and large-scale production, special subsidiaries have 
been organized which combine the production or the sale of 
both concerns in this particular line. At least half a dozen 
ot such subsidiaries are in existence and most of them are 
connected with the transatlantic wireless telegraph service. 
Otherwise the rivalry between the two combines is keen and 
has led to a constant mobilization of all economic and 
technical forces at their disposal. The competitive struggle 
between the two is fought with new inventions and im¬ 
provements and reduction of costs. Such a state of affairs 
facilitated Germany’s comeback in the electro-technical world 
market, where in 1925 she resumed the leadership which 
she had lost to the United States in 1914. Production of 
the United States is still about twice the German production; 
but Germany’s exports are greater. The American industry 
is primarily of a domestic nature. 

The German General Electric .—The history of the A.E.G. 
is strongly affected by the democratic and international ten¬ 
dencies of its leaders. Its president, Walter A. Rathenau, 
was one of the leaders of the democratic party organized in 
1919 and as such entered the government and became min¬ 
ister of foreign affairs. Considered a traitor by extreme 
nationalists, he was assassinated in 1922. In him Germany 
lost one of her most brilliant men of the revolution and re¬ 
construction period. — Since the A.E.G. specialized in the 
export trade and the German electro-technical industry is an 
export industry to a considerable extent, the A.E.G. devel¬ 
oped rapidly and before the war had become by far the 
leading and bigger one of the two rivals. The war elimi¬ 
nated exports at least for the time being and while Siemens 
prospered and grew, the A.E.G. suffered heavily. Integra¬ 
tion and affiliation with many other industries did not prove 
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a success for the A.E.G. Producing a great variety of un¬ 
related products in plants spread all over Germany and with 
heavy financial burdens, the A.E.G. was caught when de¬ 
flation started. The change in capitalization from the 
papermark to the reichsmark basis was used to scale down 
the capitalization in the ratio of 10:1. A corresponding 
change was effected by Siemens & Halske A.G. and Schuck- 
ert & Co. but at a ratio of 10:7, a showing seven times as 
favorable. Since that time the Siemens concern has been 
far in the lead as regards capitalization, profits, number of 
employees, etc. The reopening of the world market to Ger¬ 
man products gave the A.E.G. a chance to regain its lost 
position. But it will be a matter of slow and painful prog¬ 
ress. In August, 1927, the first increase of capitalization 
since the scaling down was decided upon, and at that time 
the management announced that unfilled orders were 60% 
larger than those of the same day of the preceding year. 

The organization of the combine with all its holding 
companies and subsidiaries was strongly affected by the war. 
How much of the pre-war organization will have remained 
intact can only be stated with any degree of accuracy and 
permanency after the problem of alien property shall have 
been settled by all belligerents. It is for this reason that, as 
an example of the A.E.G. way of organizing, a holding com¬ 
pany of strictly domestic character will be described. 

A few remarks on the following chart are in order. In all 
the companies listed, the A.E.G. has a majority interest. 
Where the percentages stated do not total 50% or more, the 
amount lacking is held by some other holding company of 
the A.E.G. The Bank Elektrischer Werte occupies a special 
position within the whole organization since it holds shares 
of the A.E.G. by which it is controlled in turn. This ar¬ 
rangement relieves the A.E.G. administration of the neces¬ 
sity of owning a large block of A.E.G. stock in order to 
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Chart 6. Some of the Financial Relations of the Bank Elektrischer 
Werte (one of the holding companies of the A. E. G.) 


retain control. Four of the many subsidiaries of the Bank 
Elektrischer Werte have been named, and their very names 
indicate that their activities lie in distinctly different fields: 
a telephone company, an electric power company, a coal 
mine, and an automobile concern. This diversification of 
interests is one of the weak points of the whole combine. 
Quite a number of branches had been operating at a loss, 
and even when they were placed on a paying basis, the cen¬ 
tralized management faced enormous difficulties due to the 
heterogeneity of the industries combined. The benefits of 
specialization and of efficient management cannot be fully 
realized. Industries in which the A.E.G. is interested are 
amongst others, steel, aluminum, bicycles, sewing-machines, 
brakes, and porcelain. 

Before the war, a large number of subsidiaries had been 
established abroad to facilitate the export business. In 
1927, subsidiaries controlled to 100% were in existence in 
the following countries: Bulgaria, China, Estonia, Latvia, 
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and in most of the Latin-American countries. The A.E.G. 
is reported to have a specially good hold on the Russian 
market, but for reasons inherent in the Russian situation no 
special subsidiary exists in that country. 

The subsidiaries held in common with the Siemens concern 
are of different importance. The biggest of them is Osram 
Werke G.m.b.H. Komm. Ges., Berlin, a large bulb-producing 
concern. It was first organized in 1923-1924 by Siemens 
(40%), A.E.G. (38%), and Auer. By now, it has several 
thousand employees. Only two more companies are con¬ 
trolled by the two concerns, the Telefunken Gesellschaft fur 
drahtlose Telegraphie G.m.b.H., Berlin, and the Gesellschaft 
fiir elektrische Zugbeleuchtung G.m.b.H., Berlin. In the 
other companies, the Deutsche Fernkabel G.m.b.H., Deutsche 
Betriebgesellschaft fiir drahtlose Telegraphie m.b.H., Trans¬ 
radio A.G. fiir drahtlosen Ueberseeverkehr, and Vereinigte 
Lausitzer Glaswerke A.G. at least the direct influences of the 
two competitors combined do not amount to a majority in¬ 
terest. Except for the last company, a glass concern, and 
one for the illumination of railroad trains, all these enter¬ 
prises are engaged in the trans-Atlantic cable or wireless 
business. 

The Siemens-Schuckert Combine. —This combine is at an 
advantage compared with the A.E.G., due to the location of 
its plants. In Siemensstadt near Berlin all the important 
plants of the concern are so located as to allow an easy ex¬ 
pansion. An efficient layout, good rail and water connec¬ 
tions, and nearness to the market (Berlin) count strongly in 
favor of the Siemens concern. The A.E.G. has a number 
of plants scattered over the city of Berlin which neither 
facilitate central and uniform administration nor allow an 
easy plant extension. 

The Siemens management always insisted on strict organ¬ 
ization and centralization. Unrelated fields of industry were 
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not entered. But all the time a concerted effort has been 
made to reach reciprocal agreements with the heavy indus¬ 
tries of the Ruhr. Even expressed in marks, steel purchases 
of the Siemens-Schuckertwerke are larger than copper pur¬ 
chases. And on the other hand, the heavy industries of the 
Ruhr always have been the best customers of the Siemens 
concern. A formal community of interest was reached for 
the first time on December 30, 1920. On that day the 
Siemens-Rheinelbe-Schuckert-Union, came into being. When 
a few years later the Rheinelbe-Union became the nucleus of 
the new steel trust, the community of interest between steel 
and Siemens was modified and for the time being placed on 
a rather loose basis. Negotiations have been going on ever 
since to form a community of interest with the steel trust. 
Since practically all the plants and mills of the Rheinelbe- 
Union have been taken over by the United Steel Works Cor¬ 
poration, the Rheinelbe-Union no longer produces raw mate¬ 
rials for the electrical industry nor buys its finished products. 
For these reasons, Siemens is not so much interested in re¬ 
establishing the community of interest with Gelsenberg (in 
which all companies of the Rheinelbe-Union merged in 
1927), but is anxious to come to a reciprocal agreement with 
the steel trust. 

Except for these close relations to the Ruhr coal and steel 
industry, affiliations and financial interests of the Siemens 
combine are not so far-reaching or numerous as those of the 
A.E.G. The number of finished goods produced is consid¬ 
erably smaller in the Siemens organization which ascribes a 
large part of its success to the high degree of specialization 
and centralization. 

The domestic subsidiaries and holding companies while 
not nearly as numerous as in the A.E.G. organization are at 
the present time even more difficult to describe. During the 
year 1927, the internal organization of the Siemens concern 
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attracted considerable interest when the management pro¬ 
ceeded radically to simplify the structure. Already in April, 
1927, Schuckert & Co. had absorbed its largest subsidiary, 
the Continentale Gesellschaft fur elektrische Unterneh- 
mungen A.G. A few months later, in July, 1927, the larg¬ 
est single unit of the whole concern, the Siemens-Schuckert- 
werke G.tn.b.H., and seven of its subsidiaries went into 
liquidation. All their assets and liabilities were acquired by 
a new organized corporation, Siemens-Schuckertwerke A.G. 
The effect of these changes was the acquisition of a corporate 
form ( Aktiengesellschaft ) by the Siemens-Schuckertwerke 
which for the first twenty-four years of their existence have 
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Chart 7. The Triple Head of the Siemens Combine, Name and 
Capital of the Three Corporations 


been operated in the form of a Gesellschaft mit beschrdnkter 
Haftung (somewhat similar to a special partnership). The 
seven subsidiaries lose their separate existence. The new 
corporation is capitalized at 120 million reichsmarks par value 
common stock. All indications point towards a hidden re¬ 
serve of considerable size. The only two stockholders are 
the other two head companies of the Siemens combine. The 
combine declared its intention not to sell any of the stock 
and not to introduce it on the Stock Exchange. This polity 
again is similar to the policy of the Krupp interests. A 
number of subsidiaries have already been mentioned in the 
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discussion of competition between the two great combines. 
Other domestic subsidiaries are decreasing in number due to 
the simplification policy. In the export field, the tendencies 
are quite different. In that field, the Siemens-Schuckert 
concern is since the war becoming more and more of a com¬ 
petitor of the A.E.G. To facilitate the acquisition of for¬ 
eign markets, a number of foreign subsidiaries are being 
maintained. The more important ones are: 

Elektriska A.B. Siemens-Schuckert, Helsingfors, 
Elektriska A.B. Siemens-Schuckert, Stockholm, 

Norsk A.S. Siemens-Schuckert, Oslo, 

Dansk A.S. Siemens-Schuckert, Copenhagen, 

Latvijas akcyn sabiedriba Siemens, Riga, 

Societe Centrale d’Electricite et de Constructions, S.A., 
Brussels, 

Siemens-Elektrizit'dts-Erzeugnisse A.G., Zurich, 
Siemens Sezione Apparecchi, Milan, 

Cia Platense de Electricidad Siemens-Schuckert SJl., 
Buenos Aires, 

Fusi Denki Seizo Kaisha Kakushiki, Tokyo. 

Other foreign subsidiaries are established in Vienna, Madrid, 
Santiago de Chile, Rio de Janeiro, Mexico City, Calcutta, 
Shanghai, Johannesburg, London, Dublin, Dantzig, Lisbon, 
and Bucharest. Everywhere, however, the A.E.G. is sup¬ 
posed to be still leading with the exception of China and 
Japan. A friendly mutual exchange of experiences takes 
place with the Westinghouse Electric and Manufacturing 
Company. The A.E.G. has similar loose connections with 
the General Electric Company of the United States. 

The reorganization of the Siemens-Schuckertwerke in the 
form of a corporation throws an interesting light on the 
attitude of the German government towards trusts. Taxes 
on corporations, on mergers, and on the issue of stocks and 
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bonds, are heavy in Germany. These taxes prevented for 
many years any change in the form of organization of the 
Siemens-Schuckertwerke G.m.b.H. The plan to incorporate 
this company is as old as the enterprise itself. Already the 
first articles of association contained provisions which should 
apply in case of a change of the organization, to the cor¬ 
porate form. During the period of extreme depression the 
German government took the stand that the reorganization 
and modernization of the whole economic structure of Ger¬ 
many should not be impeded through excessive taxes on con¬ 
solidations and mergers. The government believed that in 
order to make the fullest use of the limited working capital 
which had survived the war, currency collapse, and deflation, 
and in order to lower costs of production, the combining of 
like enterprises and of the several parts of one economic unit 
was desirable and necessary. A Steuermilderungsgesetz 
(tax reduction law) was passed, and this law explains in 
part why the formation of the steel trust and the dyestuff 
trust and the reorganization of the Siemens-Schuckertwerke 
took place within a period of less than two years. 

At the end of May, 1927, the number of employees and 
laborers of the combined Siemens enterprises slightly ex¬ 
ceeded 100,000. In the United States, the General Electric 
Company with about the same number of people on their 
payroll succeeds in attaining a much higher total amount of 
sales. One of the reasons for this favorable showing is the 
protective tariff and the much higher prices charged for all 
their products with the exception of a few articles based on 
mass production. — The A.E.G. with 40,000 laborers and 
employees has been left far behind. 

State Ownership .—Like Westinghouse and General Elec¬ 
tric, the A.E.G. and Siemens dominate the field of manufac¬ 
ture of electrical machinery and equipment. Through hold¬ 
ing companies they have secured some influence on the 
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power industry proper (the public utility field). Most 
power companies in Germany, however, are owned by muni¬ 
cipalities; and neither in number nor in importance do the 
power companies controlled by A.E.G. or Siemens-Schuckert 
represent a majority of that industry. 

Strong competitors for a share of the power industry not 
owned by municipalities, are the Federal and the different 
state governments. The Free State Prussia owns outright 
the following three large central power stations: Grosskraft- 
Hannover A.G., Preussische Kraftwerke Oberweser A.G. 
and Gewerkschaft Grosskraftwerk Main-Weser. These 
modern electric plants are some of the most valuable parts 
of the Prussian state property. In addition, Prussia is a 
holder of large blocks of securities of other electrical power 
plants. In June, 1927, the Prussian Staatsministerium 
(Ministry) proposed to the Landtag (lower house) to con¬ 
centrate the administration of these plants and securities in 
a single corporation to be owned by the state. The Staatsrat 
(upper house) immediately raised some objections and sug¬ 
gested modifications. The main point at issue was whether 
the ministry should have power to sell stock of the new cor¬ 
poration. The Staatsrat insisted that a sale should only 
be allowed when authorized by a state law, with the result¬ 
ing opportunity for public discussion in both houses. The 
ministry refused to make changes in the bill and the un¬ 
changed bill was passed by the lower house on June 29, 
1927. Eight days later the bill fell through in the upper 
house by a vote of 32 to 36. According to the Prussian 
constitution, the Landtag may enact the law in its next 
session without consent of the Staatsrat by a two-thirds 
majority. Present indications are that the Landtag will do 
so during the 1927-1928 session. In that event for a sale 
of stock the ministry would have to secure only the consent 
of a Landtag committee. 
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One of the most important stock-holdings of Prussia is a 
block of 12 million RM par value common stock of the 
Rheinisch-Westfdlisches Elektrizitdtswerk A.G. Essen. This 
company supplies power to almost the whole of the Ruhr 
district and controls 45 subsidiaries and affiliated companies. 
The dissolving Stinnes combine sold this block of stock to 
the state and Prussia became thereby one of the largest 
stockholders in this 140 million RM corporation. The bulk 
of the shares outstanding is owned by a large number of 
cities and municipalities of the Ruhr district. 

As an example of the Federal interest in the electrical field 
the Elektrowerke A.G. will serve. This 6o-million RM cor¬ 
poration is controlled by the holding company of the Reich, 
the Vereinigte Industrieunternehmungen A.G. The Federal 
government controls through this holding company, capital¬ 
ized at 120 million RM par value of stock outstanding, a 
total of 41 enterprises in the different fields of business. 
The Federal enterprises are of special importance in the elec¬ 
trical power, potash, and aluminum industries and in bank¬ 
ing. In the summer of 1927, negotiations were going on 
between the Federal Elektrowerke A.G. and the Rheinisch- 
Westfdlisches Elektrizitdtswerke A.G. (Prussia) toward an 
agreement on uniform policies. 

Other Competitors .—Competition to the A.E.G. and Sie- 
mens-Schuckert in the field of manufacture of electrical 
equipment and machinery comes primarily from two sources, 
from the Bergmann Elektrizitdtswerke A.G. and from the 
Brown, Boveri combine. 

The independence of Bergmann may be questioned. Dur¬ 
ing periods of financial difficulties this enterprise had to lean 
on the Siemens-Schuckert interests and from the way in 
which the big concerns used to take advantage of such situa¬ 
tions, it may be reasoned that Bergmann had to pay with its 
independence for the assistance. The Siemens-Schuckert- 
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werke A.G. owns a block of Bergmann shares according to 
their own announcements. The size of this block of stock 
has never been definitely stated. A government report 1 
places it at less than 25% of the total stock outstanding. 
Merger rumors circulating during the summer of 1927 have 
been denied by Siemens-Schuckert. The par value of the 
Bergmann stock outstanding amounts to 33 million RM. 

The Brown Boveri concern shows no sign of affiliation 
with either one of the two groups. The head organization, 
A. G. Brown, Boveri & Co. in Baden (Swiss) maintains 
close relations with the German corporation Brown, Boveri 
& Co. A.G., Mannheim. The concern has made steady 
progress in the German market and especially since 1921, 
its influence has spread in South and Central Germany 
due to its very efficient organization and management. 
While significant, this inroad on the German market has 
only slightly affected the predominance of the two big con¬ 
cerns.—The American Brown Boveri Electric Corporation, 
organized in New Jersey in 1925, has not paid any dividends 
so far, and the Swiss and American corporation may possibly 
modify their existing inter-company relations. 

From the capitalistic developments thus briefly described, 
one may easily conclude that there is hardly any place for 
cartels in the electrical industry. Agreements between the 
A.E.G. and Siemens-Schuckert, if any, can hardly be de¬ 
scribed as cartels. The municipally owned power companies 
pursue local interests, usually have a local monopoly and are, 
therefore, no field for cartels. A few cartels of minor im¬ 
portance are, however, in existence in the electrical field, as 
for instance the Cartel of the German Bulb Producers. In 
their economic importance these cartels cannot compare with 
the two trust-like organizations. 

* Reichswirtschaftsminister, Konzerne, Interessengemeinschaften und 
ahnliche Zusammenschliisse im Deutschen Reich Ende 1926. 



CHAPTER IX 
The Dyestuff Industry 

History of the Dye Trust. —The dyestuff industry is the 
German industry in which cartels are of the least and one 
gigantic trust is of the greatest importance. Up to 1904, 
the industry was in the hands of eight big enterprises and a 
number of small ones. They all were more or less inde¬ 
pendent and prosperous. A tendency to cooperate could 
already early be seen. No definite steps, however, were 
taken prior to 1904. In that and in the following year, two 
groups started to form themselves. The one was com¬ 
posed of 

Badische Anility und Sodafabrik, Ludwigshafen, 

Farbenfabriken vorm. Friedr. Bayer & Co., Elberfeld- 
Leverkusen, 

Actien-Gesellschaft fiir Anilin-Fabrikation, Berlin- 
Treptow. 

Their names are usually abbreviated to' Badische Anilin, 
Elberfelder Farben, and Agfa (after its initials). Elber- 
felder Farben is best known in America for its “ aspirin ” 
frequently advertised with a picture of Mr. F. Bayer, the 
founder of the company. Agfa has become familiar in this 
country in the photographic field. — These three in 1904, 
formed a community of interest for fifty years, exchanging 
patents and pooling their profits. 

At about the same time, three other companies formed a 
similar community of interest: 

140 
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Farbwerke vorm. Meister, Lucius & Bruning, Hochst 
a/Main, 

Kalle & Co. A.G., Biebrich a/Rhine, 

Leopold Cassella & Co. G.m.b.H., Frankfort a/Main. 

In this second group, the first named company, usually called 
Hochster Farben, predominated. It acquired about 99% 
of the outstanding stock of the second corporation which 
remained in existence. The third company was a G.m.b.H . 
(somewhere between a special partnership and a corpora¬ 
tion) and as such limited in its appeal to the public for funds 
and accordingly much hampered in the growth of its busi¬ 
ness. Hochster Farben is partner in this enterprise to the 
extent of 75% of the total capital contributed by the part¬ 
ners. The plants are leased to Hochster Farben. 

These two groups divided among themselves most of the 
business of the dyestuff industry and it was through them 
that Germany dominated the world market in dyes before 
the war. At that time, the combined capital of all the com¬ 
panies, which later on formed the trust, amounted to only 
144 million marks par value of the stock outstanding, an 
amount very small when compared with their influence in 
the world market or with the present capitalization, which is 
almost one billion reichsmarks larger. 

The war broadened the field of the industry (e. g., produc¬ 
tion of nitrogen out of air), strengthened its hold on the 
home market, but stopped the export trade almost com¬ 
pletely. Nevertheless enormous profits were made and these 
were largely ploughed back into the business. 

In 1916, the two groups combined in one great commun¬ 
ity of interest called Interessengemeinschaft der deutschen 
Teerfarbenfabriken (community of interest of the German 
tar-dye factories). The agreement was to expire in 1999. 
One of the two more important outsiders joined at that time, 
the Chemische Fabriken vorm. Weiler-ter Meer . One year 
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later, in 1917, the last important outsider was brought into 
line, the Chemische Fabrik Griesheim Elektron. 

The question of consolidation of all companies into one 
trust was much discussed during that period, but finally 
answered in the negative. The associated companies agreed 
to exchange experiences, to act uniformly on the market, to 
pool their profits, and to produce every article at least at two 
places. It was argued that every further step would bring 
about stagnation through the absolute elimination of com¬ 
petition and the increase in inelasticity and red tape, and 
would be dangerous to the whole industry on account of the 
lack of personalities big enough creatively to govern the 
trust. A mere community of interest (paying salaries and 
bonuses to the chief chemists and managers out of the profits 
of the individual plant and thereby stimulating ambition) 
would preserve the incentive for cheap and efficient pro¬ 
duction. 

The new combination was highly prosperous. Since it 
preserved at all times the utmost secrecy (as far as permis¬ 
sible by law) about its affairs, the amounts of net profit are 
very hard to ascertain. Up to the stabilization of the cur¬ 
rency in 1923, the capital of the several companies had been 
increased at different times. Converting the proceeds re¬ 
ceived at the then prevailing rate of exchange into gold- 
marks, all these increases in capital amounted to about 300 
million goldmarks. In 1924, the capital expressed in paper- 
marks was reduced to the new reichsmark, and the surprising 
result was that all the companies combined had a gold capi¬ 
talization, more than four times their pre-war capitalization. 
Even when the proceeds of the war-stock issues are consid¬ 
ered, 272 million goldmarks remain unaccounted for and can 
only be explained as accumulated profits. 

In 1919, this financial prosperity found expression in the 
organization of the Merseburg ammoniac works ( Amntoniak - 



THE DYESTUFF INDUSTRY 


H 3 

Werke Oppau-Merseburg ) in form of a G.m.b.H. with a 
capitalization of 500 million marks (as yet only slightly de¬ 
preciated). This plant employing about 30,000 laborers at 
the time of the publication of the new goldmark balance 
sheets, does not appear in a single one of the financial state¬ 
ments of the constituent companies as a special item. Pre¬ 
sumably the account “ Investments ” contains what the com¬ 
panies considered the value of that plant. 

Immediately after the stabilization of the currency, rumors 
started to circulate about a reorganization of the community 
of interest. The first signs appeared in the combining of 
sales organizations. Agfa and Griesheim Elektron joined 
forces. Late in 1924, they organized a company at Frank¬ 
fort which ruidertook to sell the products of both of them.' 

On April 1, 1925, Agfa took over from the Elberfelder 
Farben the sale of all their photographic articles. In ex¬ 
change Elberfelder Farben specialized in the sale of pharma¬ 
ceuticals. The production was not affected by this agreement. 

The first public announcement to the effect that a trust 
was in process of formation, was made in a statement issued 
by the associated companies on September 15, 1925. It said 
that on principle, the trust form had been accepted in spite 
of personal difficulties and in spite of the natural desire to 
preserve the independence of the individual enterprises, be¬ 
cause a lowering of administrative and selling expenses 
could be achieved through the merger, because the organ¬ 
ization could be simplified, and because a further division 
of labor would increase efficiency. 

On November 28, 1925, the trust was finally organized in 
the following way. The Badische Anilin- und Soda-Fabrik, 
Ludwigshafen, increased its capital by 461,600,000 RM par 
value common stock and 4,400,000 RM par value preferred 
stock. These shares were issued for a like amount of com¬ 
mon and preferred stock of 
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Elberfelder Farben, 

Agfa, 

Hochster Farben, 

Weiler-ter Meer, 

Griesheim Elektron. 

Accordingly, the combined capital stock of all the companies 
remained unchanged at that time. The Badische Anilin 
moved its headquarters from Ludwigshafen to Frankfort 
a/Main and changed its name to I. G. Farbenindustrie 
Aktiengesellschaft. I.G. are the initials of Interessen- 
Gemeinschaft (community of interest) and part of the old 
name of the combination. Translated the rest of the name 
of the trust means: dye industry corporation. 

Since Kalle & Co. A.G. is owned to about 99% by Hoch¬ 
ster Farben which at the same time has a 75% influence in 
Cassella & Co. G.m.b.H., it w r as considered unnecessary and 
a waste of money to take these two into the trust. 

Internal Organisation of the Trust. —The six merged en¬ 
terprises remained in existence as branches under their old 
names in order to preserve their good will. Production (ex¬ 
cept mines) is subdivided into five territories: Upper Rhine, 
Middle Rhine, Lower Rhine, Central Germany (Maingau), 
and Central Germany (Wolfen-Bitterfeld). The adminis¬ 
tration of all mines is concentrated at Halle. 

The Managing and the Supervising Boards are combined 
into two new Managing and new Supervising Boards. The 
chairmen of the Managing Boards who up to then were 
combined in the Gemeinschaftsrat of the associated com¬ 
panies, now form a committee of the Supervising Board, 
called Verwaltungsrat, which, subdivided into numerous 
fields of activity, controls and supervises the new trust. 
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Table ii. German Dyestuff Industry in 1925 


Company 

Share in the profit of the 
pool in per cent 

Capital Stock in 
million RM 

up to 

1925 

planned for 
1926 

common 

1 %% 

preferred 
series “ B ” 

Badische Anilin . . . 

24.820 

25.019 

176. 

1.2 

Elberfelder Farben . . 

24.820 

25.019 

176. 

1.2 

Hdchster Farben . . . 

24.820 

25.019 

176. 

1.2 

Agfa. 

8.082 

8.146 

57-6 

•4 

Griesheim Elektron • . 

6.000 

6.000 

44 . 

• 3 2 

Weilert-er Meer . . . 

1.645 

1.445 

12. 

.08 

Total shares exchanged. 



747.6 

4 - 4 1 

No shares exchanged: 





Cassella & Co. . . . 

9-813 

9.152 



Kalle & Co. 

0.000 

0.000 



Total. 

100.000% 

100.000% 




The sales organization is divided into the following five 
branches: 

Dyestuffs, 

Nitrogen, 

Pharmaceutical preparations and means to destroy 
crop pests, 

Photographic preparations and artificial silk, 

Inorganic intermediate products. 

1 Additional 35.6 million reichsmarks par value preferred stock 

series “ B ” have been issued September 1, 1926. All 40 million reichs¬ 
marks par value of this class of stock are now owned by Cassella & Co., 
a company controlled by the trust. Shares of series " B ” have ten votes 
for every reichsmark par value, against one vote for every reichsmark 
for all other classes of stock. Through this arrangement the adminis¬ 
tration controls 24% of the total number of votes in addition to the votes 
to which it is entitled through direct stock holdings of its own. 
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Production is changed in such a way that duplication, 
once desired, is now eliminated. All possibilities of friction 
or antagonism between different plants, such as existed be¬ 
fore, when, at least theoretically, a separation of the asso¬ 
ciated companies remained possible, are now avoided. Mass 
production, rationalization, cheapening of production, in¬ 
creased strength against competitors, lower general ex¬ 
penses, and a smaller capital tied up in fixed assets and in¬ 
ventories are expected from the change. 

The question, however, is whether the elasticity has been 
lost and whether successors can be found to the able men 
now managing the trust. 

But after all, it is only the first clear-cut industrial trust, 
not the first private monopoly. The changes of 1925 look 
fundamental and far-reaching, but are nothing but the re¬ 
organization of an already existing monopoly. That the 
reorganization took place in 1925 is the important fact. It 
shows the tendency to horizontal trusts in Germany which 
is favored by the government and by special tax regulations, 
and which found expression shortly later in the steel in¬ 
dustry. At present a trust is talked of also in connection 
with the potash industry. 

As to the extent of the dyestuff monopoly, it is practically 
absolute in the tar-dye field proper. In the other four de¬ 
partments of the trust, the monopoly exists only to a very 
much smaller degree when it exists at all. 

Expansion of the Trust Since 1925. —In the short period 
since its organization in November, 1925, the trust has ex¬ 
panded rapidly in different directions. Progress has been 
most pronounced in the mineral oil, artificial silk, and fertil¬ 
izer fields of industry. 

In the oil business, a community of interest which almost 
amounts to a merger was formed with the A. Riebeck’sche 
Montanwerke A.G., a corporation of 50 million RM par 
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value stock outstanding. Twenty-five per cent of its shares 
are owned directly by the dye trust. The oil part of the 
business was split off and organized as a special corporation, 
the Deutsche Gasolin A.G. (German Gasoline Corporation) ; 
the dye trust owns 50% of the stock, the rest is about evenly 
split between the Standard Oil of New Jersey and the Royal- 
Dutch-Shell interests. — By the end of 1926, the trust had 
acquired all the stock outstanding of the Erdol- und Kohlen- 
verwertungs-A.G. which controls the Bergius patents for the 
liquefying of coal. 

In the rayon field, close relations had been established in 
the fall of 1925 with the community of interest Vcreinigte 
Glanzstoff-I. P. Bemberg, the exceedingly prosperous com¬ 
bination which dominates the German rayon market. The 
dye trust and this group organized the Aceta G.m.b.H., which 
uses the Acetat process in the production of artificial silk. 
Koln-Rottweil A.G. had a process of its own for the pro¬ 
duction of rayon. In June, 1926, this enterprise merged 
with the dye trust. Since Koln-Rottweil was part of the 
community of interest in which the large dynamite pro¬ 
ducers had combined, the dye trust established a community 
of interest—which practically amounts to a merger since the 
control and disposition of all assets now rest with the dye 
trust—with the Dynamit-Actien-Gesellschaft vornt . Alfred 
Nobel & Co . and with the Rheinisch-W estfalische Spreng - 
stoff Actiengesellschaft . Late in 1925, the English Nobel 
group and the American Dupont Powder Co. had acquired 
7/4 million RM par value of Koln-Rottweil and Dynamit 
Nobel stock and they exchanged these holdings now against 
stock of the dye trust. 

In the middle of 1926, the dye trust absorbed another 
producer of dyestuffs, the Farwerke Miihlhcim, vorm . A. 
Leonhardt & Co. At about the same time, the trust acquired 
a controlling minority interest {in cooperation with the 
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Metallbank und Metallurgische Gesellschaft) in the A.G. 
fiir chemische Industrie, Gelsenkirchen-Schcdke thereby ac¬ 
quiring control of the lithopone cartel. 

To execute all these transactions, it became necessary to 
increase the capital stock from a total of 646 million RM 
par value to the enormous amount of x.i billion RM par 
value. Converted at par into dollars, the dye trust has 
214.38 million dollars par value common and 47.64 million 
dollars par value preferred 1 stock outstanding. The trust’s 
most important permanent investments are 101 million RM 
of the 135 million RM capital of the Ammoniakwerk Merse¬ 
burg G.m.b.H., 56 million RM of the 150 million RM par 
value common stock of the Rheinische Stahlwerke (for a 
secure and regular coal supply), nominal 49 million RM of 
the nominal 61 million RM capital of the Leopold Cassella 
& Co. G.m.b.H. and 17 of the 19 million RM capital of the 
Gewerkschaft Auguste Victoria. 

That the stock of the trust is not watered, is clearly indi¬ 
cated by the price it commands on the stock exchanges. 
Since the increase in capitalization (September 1, 1926) the 
price of the common stock averages about 300%. The last 
stock issue of 258.4 million RM par value common stock 
was sold at a premium of 91.8 million RM net. At the gen¬ 
eral stockholders’ meeting of June 2, 1927, an (annual) 
dividend of 10% was declared, to the great dissatisfaction of 
many stockholders who believed that an unduly large amount 
of profits was being ploughed back into the business. At 
that time the trust had a total of more than 88,000 employees 
on its payroll. 

Bergius Patents and Standard Oil. — Dr. Bergius has in¬ 
vented and patented a process to liquefy coal and to produce 

1 Composed of 160 million RM 6% cumulative preferred stock series 
"A” and 40 million 3 l A% non-cumulative preferred stock series “ B ", 
mentioned on page 145. 
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synthetic benzine. The research departments of the dye trust 
have achieved similar results in the course of independent 
experiments. They too have been patented. The trust be¬ 
lieves that its own invention will work economically and it is 
constructing a big plant at Merseburg to start production. 
Since some of the results of Dr. Bergius have been used, the 
trust bought his patent for brown coal and took a large 
financial interest in the Kobergin A.G. which owns the patent 
for stone coal. The trust, furthermore, took a one-half in¬ 
terest in the International Bergin Co. of the Hague which 
owns the Deutsche Bergin A.G. Mannheim and the Bergius 
patents for foreign countries. The other half interest was 
originally taken by the Royal-Dutch-Shell group; but at 
present, these interests seem to have not more than a one- 
fifth interest. On the other hand, the English Imperial 
Chemical Industries figures now as a large stockholder. 

These patents may very strongly affect the whole oil in¬ 
dustry. The natural oil supply, especially in the United 
States, is being drawn on at a rate which means exhaustion 
within a comparatively short period. More as an act of 
precaution than for immediate utilization, the large oil- 
producing companies have bought themselves in on these 
patents. Royal-Dutch-Shell interests acted very quickly in 
spite of the fact that they show the greatest scepticism.— 
More or less on account of these patents, leading men of the 
German dye trust came to America and negotiated with the 
Standard Oil group. They were quite confident of the suc¬ 
cess of their patent and demanded a rather high price. Under 
these circumstances, the Standard Oil hesitated and pre¬ 
ferred to wait. The Germans returned home strongly con¬ 
vinced that time was a factor in their favor, and it looks as 
if they were right. In July, 1927, President Walter C. 
Teagle of the Standard Oil Company of New Jersey went 
personally to Mannheim-Rheinau where the Deutsche Bergin 
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A.G. has its plant. Early in August, an agreement was con¬ 
cluded between the German dye trust and Mr. Teagle acting 
in behalf of the Standard Oil group. Its terms have not 
become known. According to a brief statement issued by 
the dye trust, the agreement provides for cooperation within 
the United States as regards patents and any new discoveries 
that may be made. From the announcements of the Stand¬ 
ard Oil Company of New Jersey it appears that this company 
acquired the right of using the patents of Dr. Bergius for 
the production of synthetic benzine from brown coal within 
the United States. As long as the present over-production 
of crude oil continues, and the cost of production of benzine 
and gasoline from natural oil is lower than the production 
cost of the synthetic substitute, production of the latter will, 
of course, not be started within the United States. 

International Combinations .—For many years the German 
chemical industry has endeavored to secure cooperation with 
their French and English competitors. For international 
cartels or agreements of that kind it is always a very impor¬ 
tant prerequisite that the industry involved should be organ¬ 
ized nationally. It is comparatively easy to start and conduct 
negotiations with authorized representatives of national or¬ 
ganizations. On the other hand, if an industry of one 
country is unable to agree on certain fundamentals affecting 
its business, cooperation on an even greater scale, namely 
international, is well-nigh impossible. Early attempts at 
organizing the Western European chemical industry failed, 
because domestic cooperation in cartels or trusts had only 
been achieved in Germany. 

In England, a chemical trust under the name Imperial 
Chemical Industries, Ltd. was organized in October, 1926. 
Before that date the German dye trust had a working agree¬ 
ment with the British Dyestuff Company, Ltd., one of the 
component parts of the later trust. This agreement had to 
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be quite loose, because the British company could not speak 
for the English chemical industry as a whole. Things 
changed, however, when in October, 1926, under the leader¬ 
ship of Sir Alfred Mond 

Brunner Mond & Co., Ltd., 

British Dyestuffs Company, Ltd., 

Nobel Industries, Ltd., 

United Alkali Company, Ltd., 

combined in the Imperial Chemical Industries, Ltd. and 
thereby became able to speak with a united voice. 

Since then Anglo-German negotiations have practically 
never stopped. The main points involved are the Bergius 
patents for the liquefying of coal, in which both trusts are 
interested through ownership of stock in the International 
Bergin Company of the Hague. Besides an exchange of 
patents, a reciprocal limitation of production and the assign¬ 
ment of exclusive sales territories have been aimed at. With 
the French chemical industry remaining outside of the agree¬ 
ment, the successful operation of such an agreement was not 
very likely. Up to the present writing, no formal agreement 
has been reached between the German and English trust. 
France has been backward in the organization of its chemical 
industry. Another obstacle may have been that chemicals 
are considered a direct war material having a strong influ¬ 
ence on national security. Both these drawbacks should 
prove to be only of a temporary nature. A Western Euro¬ 
pean chemical cartel is to be looked forward to in the near 
future and it will most likely include England. 

The French situation has been mentioned already. No 
chemical trust exists at present and it was not until May, 
1927, that the twelve largest French chemical companies 
combined in a loose national organization. Almost imme¬ 
diately negotiations with the German dye trust started. The 
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conclusion of the long-delayed Franco-German Commercial 
Treaty of August 17, 1927, expedited negotiations. The 
utmost secrecy was maintained all during the negotiations. 
Very little is known as yet, except that the formal agreement 
was finally signed at Frankfort on November 28, 1927. 
The nitrogen question still remains unsettled. The much 
more important field of dyestuffs seems to have been regu¬ 
lated in such a way as to eliminate competition in Europe 
and to secure agreement as to price policies. For the future, 
the combining of sales organizations is being considered. 
Much will depend on whether or not England joins at an 
early date. 

Belgium, Switzerland, and Italy may eventually join the 
international chemical cartel. The preliminary stage of 
organizing on a national scale was being reached in Belgium 
in November, 1927. Under leadership of 

Cie. Beige pour les Industries Chimiques, 

Produits Chimiques de Droogenbosch-les-Ruybroeck, and 

Ste]. des Fours d coke Semet-Solvay et Piette 

a number of chemical plants combined in one trust. The 
early adherence of Belgium to the cartel may be expected. 

World Production and Markets .—Of all European cartels 
existing or in formation, the chemical combination may 
possibly affect American markets more strongly than any of 
the others. Before the war, -Germany produced three- 
quarters of all the synthetic dyes of the world. Her main 
competitors were France, Belgium, England, and Switzer¬ 
land. The value of the total production of dyes within the 
United States in 1914 did not reach even three million dol¬ 
lars. During the war German stocks within this country 
were quickly exhausted and an unprecedented scarcity of 
dyes resulted. Especially did the American textile industry 
suffer from the lack of dyestuffs. The manufacture of dyes 
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was attempted in this country and the quality of the first 
products turned out may easily be recalled by all those who 
bought clothing to which these dyes had been applied. When 
the United States joined the belligerents, the German patents 
were used in American production. Circles connected with 
the German chemical industry often maintain that the strong¬ 
est basis of the American chemical industry and the main 
reason for its rapid growth are the expropriated German 
patent rights. 

At the end of the war, the United States had become the 
largest exporter of chemicals, Germany had lost most of her 
trade and even France, England, and Belgium had not suc¬ 
ceeded in maintaining their share of the world market. 

The reestablishment of Europe immediately affected the 
chemical world market. America lost the lead and in 1926 
Germany’s chemical exports already exceeded those of the 
United States by 50% (expressed in money value). 

Table 12. Chemical Exports in 1926 
of the four leading exporting countries in million dollars 


Germany. 256 

United States. 171 

France . .. 125 

England. 114 


Competition is especially keen in tonnage dyes, as for in¬ 
stance indigo and sulphur-black which are sold in large 
quantities at very low prices. The territories most hotly 
contested for are the Far East and Latin America. These 
competitive conditions at least partly account for the large 
and continuous decline of chemical prices. Germany’s come¬ 
back is very marked in the field of high-priced chemicals. 
The best indication for this fact is the large export trade to 
the chief competing countries. For the high-priced products, 
the United States are a good market for the German dye 
trust. The demand for these grades apparently is little 
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affected by the protective tariff amounting to 45% ad valorem 
and an additional 7c. per pound. For the first five months 
of 1927, German chemical exports to the United States 
showed the largest post-war figures, both for quantity and 
for value. The value shows an increase of more than 100% 
in three years (2.02 million dollars for five months in 1927 
and 2.08 million dollars for the whole year 1924). 

The creation of a European cartel will not materially 
affect this international situation in the near future. Com¬ 
petition in low-grade dyes will be active and the United 
States may possibly lose slowly some of their hold on the 
market. The domestic dye industry will hardly be affected. 
The Census of Dyes of the United States Tariff Commission 
states that more than 90% of the total quantity of dyes con¬ 
sumed in the United States in 1925 were of domestic manu¬ 
facture. For 1926 the figure is placed at 93%. The impor¬ 
tation of certain special high-priced grades cannot seriously 
affect an industry based on mass production. 



CHAPTER X 
The Potash Industry 

The Legal Regulations .—The German potash industry is 
extremely overcapitalized and the great majority of its mines 
have for years been fighting hard for a mere existence. The 
capacity of the industry is many times the amount of potash 
that can be sold on the market. The potash actually pro¬ 
duced is believed to be unreasonably expensive, both as to 
cost of production and sales price. The labor force employed 
in the industry could possibly, without increase in number, 
produce twice the present amount. The great problem is 
whether this overcapitalized industry should pay interest on 
the excess capitalization. 

In the early stages of the development of this industry, 
numerous factors contributed to the overcapitalization. As 
first and foremost ought to be mentioned the monopoly which 
Germany had before the war in potash production, which 
made it appear likely that prices could be so arranged as to 
allow a reasonable return on all funds invested. A second 
factor may have been the size and location of the potash 
region in Central Germany. Upon the discovery of new 
fields, local interests usually were strongly in favor of start¬ 
ing in the potash industry for themselves. Not only the en¬ 
terpriser and the promoter could see an opportunity for 
themselves, but quite often there were sound economic 
reasons for such an action. The country close by usually 
presented a sure and safe market, since the elimination of 
the freight factor prevented the competition of other fields. 
The ultimate consumer in the neighborhood usually profited 

*53 
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by savings in transportation costs. Another factor in favor 
of new potash works was the rural character of the regions 
where it is mined. Agriculture does not keep laborers evenly 
busy the year around and a new mine, partly or wholy owned 
by local interests, could absorb permanent and temporary 
excess labor supply. The governments of the small Central 
German states (as well as of Prussia) had been in the in¬ 
dustry from the very start and favored further growth.— 
Miscalculation of future demand, furthermore, contributed 
somewhat to the overcapitalization, a fact which has un¬ 
doubtedly contributed to the situation for several decades. 

Under such conditions leading men in the industry rather 
early recognized the possibility of using the cartel (existing 
since 1877 with the states of Prussia and Anhalt as organ¬ 
izing members) to bring order into the developing chaos. 
It has always been a very difficult task to get the industry 
together in a cartel and each successive cartel organized has 
always threatened to collapse. By 1909, through the seces¬ 
sion of four mines from the then expiring cartel, the situa¬ 
tion had become so desperate that the public interest was 
believed to be endangered. The point at issue was the sale 
of potash to the United States at prices 30% lower than the 
ones charged by the cartel. The exact details of that situa¬ 
tion do not affect present conditions and will, therefore, be 
omitted. In passing, however, attention is called to the fact 
that without overcapitalization and an excessive productive 
capacity the difficulties of 1909-1910 could never have 
arisen. Already at that period more mines existed than were 
needed to supply the demand, and some mines produced so 
uneconomically—largely due to curtailed production—that 
prices were much higher than they would otherwise have 
been. 

After considering an export tax to remedy the situation, 
finally the Kali-Gesetz (Potash Law) of May 25, 1910, was 
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passed closing this particular incident. The general situation 
was thereby not remedied as we shall presently see. Sales 
(and indirectly production) have since then been regulated 
by quotas. According to the law as first enacted, a* central 
agency ( Verteilungsstelle ) fixes the quotas annually. Pro¬ 
visions for price-fixing were made by the same law. Every 
producer sells for himself, but the volume and the prices are 
prescribed for him. Sales beyond the quota are penalized by 
heavy fines to be paid to the government. It was provided 
that the Bundesrat (Upper House) should, beginning Jan¬ 
uary 1, 1914, fix prices for five-year periods after a hearing 
had been given to producers and consumers. These prices 
were then considered maximum prices for domestic and 
minimum prices for export sales. One feature of the law, 
which later on proved to be a most serious disadvantage, was 
the possibility for new enterprises to get quotas, and the 
opportunity given to old mines to increase their quotas 
within certain limits by the opening up of new pits on their 
old fields. Quotas could freely be transferred in part and as 
a whole. However, whenever more than 50% of a quota 
was being transferred, the state’s consent was required. 

The result of this legislation was a continuance of the old 
cartel, since most points of friction were now eliminated by 
law. On the other hand, new mines and new pits on old 
fields sprang up everywhere. Many of them were never in¬ 
tended for production. The quota was all that was wanted, 
and upon its receipt it was promptly transferred to some 
other mine. The number of quota-holders, accordingly, in¬ 
creased from 68 in 1910 

to 164 in 1913 (including Alsace) 
to 211 in 1924 (excluding Alsace). 

The evil of overcapitalization had not only not been elimi¬ 
nated, but it was allowed to grow worse. 

The revolution of 1918 resulted in a demand for socializa- 
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tion of the potash industry. The procedure, finally adopted, 
was somewhat similar to the one described in connection with 
the Coal Mining Laws of 1919. 1 A general law entrusting 
the government with the regulation of the potash industry 
was followed a few months later (July 18, 1919) by the 
more specific law. While a socialization commission com¬ 
posed of leading men of that period, investigated further 
steps to be taken toward a real socialization, the law of July 
18, 19x9, made some far-reaching changes in the industry. 

Translated, Section 38 of that law reads: "The potash 
producers combine in a sales cartel (Kalisyndikat or potash 
cartel). This combination has to be formed by October 31, 
1919. Otherwise, the Reichswirtschaftsminister (minister 
of economic affairs) creates a cartel by decree.” 

Since no expiration date is set for this forced cartel, it is 
perpetual and continues in existence today. 

At the same time, a kind of potash parliament, the Reichs- 
kalirat, (Federal Potash Council) was created. It is com¬ 
posed of 

S representatives of 

3 
8 
2 
11 

I 
30 

This parliament manages ( leitet ) the potash industry in 
the interest of the common welfare under the supervision of 
the Empire (section 51). More specifically, it has to ratify 
cartel agreements and by-laws, it fixes the potash sales’ prices, 

1 The corresponding developments in the coal industry are described on 
pages 70 and 71. 


the producers 

* cartel 

* laborers in the industry 

1 clerical and technical employees of the industry 

* consumers and trade (subdivided) 

1 expert 
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and through a committee it was originally supposed to reg¬ 
ulate quotas for five-year periods, starting January 1, 1923. 

At all meetings of the cartel, of the Reichskalirat, and of 
the permanent committees of the Reichskalirat a representa¬ 
tive of the Federal Government is present. He may object 
to any resolution which then, within two weeks, has to be 
sustained or overruled by the Reichswirtschaftsminister. 
The supervision by the minister goes so far as to allow him 
to lower prices, agreed upon by the Reichskalirat . 

An objection quite frequently raised against the Reichs¬ 
kalirat is that this council cannot very well be impartial and 
concerned for the public interest, because of its peculiar com¬ 
position. Eighteen members out of thirty belong to the 
potash industry and they always seem to be inclined to co¬ 
operate in raising wages and prices. This objection, how¬ 
ever, is more frequently directed against the Reichskohlenrat, 
the corresponding coal council. To raise prices is practically 
out of the question in the potash industry (it has only hap¬ 
pened once, in 1926) ; but whatever the issue, the eighteen 
members from the industry itself realize that it is to their 
mutual interest to form a block in the Reichskalirat and as 
such they outnumber the twelve representatives of the con¬ 
sumers and trade. This is one of the reasons why larger 
powers have not been delegated to the potash and to the coal 
councils. The really powerful factors in the situation are the 
cartels and the Reichswirtschaftsminister . 

All the expenses of the Reichskalirat, its committees, and 
of the government in connection with these agencies, have 
to be paid by the potash cartel. The same arrangement 
exists for the coal industry. 

Section 74 is another very important section of the Law 
of July 18, 1919. Translated it reads as follows: “The 
members of the potash cartel must place all potash mined 
and produced and all products containing potash at the dis- 
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posal of the potash cartel. The potash cartel has the exclu¬ 
sive right to sell this potash and the potash products.” 

Certain provisions are made in the law allowing the 
Reichskalirat to prevent further expansion of the industry. 
This clause must have been of little effect, since it was abol¬ 
ished two years later and replaced by a more effective special 
law. 

These laws were passed in 1919 in anticipation of a more 
thorough regulation after the report of the socialization 
committee should have been submitted. In the two inter¬ 
vening years, powerful groups within the industry tried to 
get control of the cartel and to enforce solutions which were 
in their own interest. 

The socialization committee did not agree on any one plan. 
Two major opinions were formulated on which, at least with 
some qualifications, all members of the commission agreed. 
As published on April 8, 1921, the first opinion (sponsored 
among others by Rathenau and v. Siemens) came somewhat 
near proposals made by the Reichskalirat. 

The plan was: Quotas should no longer be changed every 
five years. They should be fixed for thirty years. If a mine 
voluntarily transfers its quota to some other mine, its rights 
should remain unimpaired for thirty years. The opening up 
of new pits and new mines should be prohibited. No mines 
should be closed by government decree; but the Reichskalirat 
should be authorized to have mines dosed in case of con¬ 
tinually uneconomic production. Rathenau dissented at this 
point. He wanted all mines closed after two years that pro¬ 
duced at a cost exceeding by more than 20% the average 
production cost of the ten most efficient mines. These ten 
should then acquire the quotas of the closed mines. Other 
dissenters wanted the quotas of the closed mines to go to 
the state. 

A second plan, looking much more like sodalization, was 
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presented by Wissel and others. They believed that as long 
as the industry continued to pay interest on its overcapital¬ 
ization, cost of production and sales prices should not be 
lowered. On the other hand, they did not want to strengthen 
the monopoly of the efficient mines by increasing their quotas. 
They planned to set aside the whole capital structure of the 
potash industry, and to create a public law corporation, look¬ 
ing not primarily for private gains, but for the common 
welfare (in that particular point, they would be somewhat 
similar to the Federal Reserve Banks in this country). The 
old owners of the mines should receive a just compensation 
according to the productive value of their enterprises, and 
not according to the capitalization or money expended. 
These old owners should receive nine-twentieths of the capital 
stock of the public law corporation in the form of 4% pre¬ 
ferred stock. The remaining eleven-twentieths should ap¬ 
parently be held by the government. They should be un¬ 
salable.—Dissenters from this plan favored a clear-cut potash 
trust of the capitalistic variety, and others a public corpora¬ 
tion, 51% of the stock of which should go to the old owners. 

Neither one of the two plans materialized. The socialist 
influence started to recede, and all that happened was the en¬ 
actment of the Stillegungsverordnung (potash mine closing 
law) of October 22, 1921. This law takes the form of an 
amendment to the law of July 18, 1919, which has been dis¬ 
cussed. Sections three, five and six contain the more im¬ 
portant changes. 

Section three reads as follows (translated) : “Mines clos¬ 
ing down and remaining closed up to 1953 either voluntarily 
or by government decree, retain their quota until 1953. 
Other mines lose their quota when they become unable to 
deliver their share of the production/' 

Section five: “Quotas are fixed until December 31, 1934.” 

Section six: “The closing down of mines has to be effected 
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by irrevocable statement to the Kalipriifungsstelle (one of 
the permanent committees of the Reichskalirat ) up to April 
i, 1923. After that time, the productivity of the mines may 
be investigated and those producing continuously at exceed¬ 
ingly high costs may be closed by government decree.” 

According to the same section, the opening up of new 
mines or new pits is prohibited. Exceptions may be made 
when the public welfare would be favorably affected. The 
requirements for such an exception are somewhat less when 
a state files an application to extend its own activities. 

The effect of this legislation fell short of a radical remedy 
for the overcapitalization of the industry. It was primarily 
stabilization for at least ten years at the conditions existing 
at that period. Further overcapitalization was checked effec¬ 
tively. Large numbers of mines were closing down. But it 
is hard to judge whether the extent of that movement was 
materially affected by the law. Mere economic necessity 
may have been the chief reason. As a matter of fact, in 
1924 of the 211 potash mines only 130 were producing their 
quota. In 1926, their number had dropped to 72 out of 224 
potash mines. According to the Statistisches Reichsamt, the 
monthly average number of producing mines in 1926 was 
only 66 out of 228. 

The Fighting Groups within the Industry. — For many 
years opinions have differed widely as to what ought to be 
done about the overcapitalization. The group with the rich¬ 
est or some of the richest fields, with an efficient organiza¬ 
tion, and with low cost of production as a result, tries to 
have potash prices lowered radically to create a better de¬ 
mand. Others with high cost of production and no apparent 
possibility of lowering it, expect almost immediate bank¬ 
ruptcy from a radical price reduction. Originally (in 1910) 
all mines had quotas of about the same size. The extreme 
high was 2.707% and the extreme low 1.162% of the total 
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production of the cartel. The efficient group with low cost 
and a high margin of profit soon started to increase its in¬ 
fluence in the industry by absorbing other mines and by buy¬ 
ing their quotas. A number of groups fought for control. 
Finally, the Wintershall group got the lead. In 1926, the 
Wintershall concern controlled about 40% of the German 
potash production, and to the same extent votes in the potash 
cartel. Rigidly organized, strong and aggressive, this con¬ 
cern is a serious threat to the existence of all other mines. 
If it should ever get control, the chances are that through 
price reductions the expensive producers would be forced 
into bankruptcy. Such considerations induced ail the other 
privately owned potash mines to enter into a defensive alli¬ 
ance. Various names have been applied to this combination, 
the clearest seeming to be Wintershall-Countercombination . 
The states of Prussia and Anhalt did not participate in its 
organization and their inclusion is not necessary since it is 
very unlikely that these states would sell out to Wintershall 
01 intentionally and persistently follow its policies. The 
countercombination is rather loosely organized and hardly 
affects the independence of its members. It effectively bars 
Wintershall, however, from acquiring a majority in the in¬ 
dustry. Due to these struggles, a government investigation 
in 1926 revealed that 98.3% of all the capital stock of potash 
corporation has been issued by corporations affiliated with, 
or members of, combinations. Konzerne (combines) seem 
to control the potash industry almost completely. The fact 
that the corporate form of organization ( Aktiengesellschaft ) 
is not predominant in the potash industry, somewhat dis¬ 
credits the above government figure. All enterprises of 
whatsoever form of organization, however, may be expected 
to make a similar showing. 

The structure of the Wintershall combine has not yet 
taken its final form. The parent organization Gewerkschaft 
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Wintershdl, Heringen a/Werra still maintains the old form 
of a Gewerkschaft (partnership, originally with one thou¬ 
sand active partners, now with one thousand part-ownership- 
certificates outstanding). Its financial statement as of the 
end of 1926, balances at 65.2 million reichsmarks. The 
most important asset is 58.4 million reichsmarks Beteili- 
gungcn (permanent investments). The biggest producer of 
potash is the KaM-Industrie A.G., a corporation organized by 
the Wintershall combine for the purpose of taking over all 
mines and plants (directly or indirectly) against payment in 
the form of its own shares. In September, 1926, most 
mines and plants of the Wintershall concern were taken over 
by this trust. The capitalization of the trust was scaled 
down from 320 to 120 million reichsmarks. Then and at 
subsequent stockholders’ meetings this action was criticized 
and opposed. On the smaller capitalization a 12% (yearly) 
dividend was begun on July 2, 1927. Besides the parent 
enterprise, about 60 Gewerkschaften, a few Aktiengesell- 
schaften, and a few G.m.b.H.s belong to the Wintershall 
combine. To economize and reduce the cost of production 
only 10 mines and 7 plants continued in operation in 1926. 
According to the announcement of the management, a con¬ 
siderable benefit has already resulted. Simplification of the 
financial structure of the trust may be looked forward to. 

The counter-combination is made up of a number of com¬ 
bines each one of which is composed of a number of enter¬ 
prises. Only a few concerns will be mentioned. By far 
the largest is the Salsdetfurth-JVesteregeln~Aschersleben- 
Konzern, headed by three corporations of about even size: 

Kaliwerke Aschersleben A.G., Aschersleben, 

Kaliwerke Salsdetfurth A.G., Bad Salzdetfurth, 

Konsolidierte Alkaliwerke A.G. fiir Bergbau und chem- 
ische Industrie, Westeregeln. 
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They are capitalized at about 16 million marks par value 
each. In addition, some thirty enterprises belong to the same 
concern.—Another component part of the counter combina¬ 
tion is the Burbach Konzern which has a 38.2% minority 
interest in Wintershall itself. It has twenty-tWo affiliated 
enterprises. A struggle for control of the Gumpel Konzern 
(with 21 affiliated enterprises) between Wintershall and 
Burbach, ended in favor of Burbach. A community of in¬ 
terest was entered into between Burbach and Gumpel, and 
the former controls now 75% of the capital of the latter. 
Burbach, Gumpel and the triple combine control in turn the 
Einigkeit Konzern with eight affiliated enterprises.—A loose 
agreement between these combines and a few other combines 
and enterprises of minor importance represents the Winter¬ 
shall counter-combination. 

The conflicts between the two groups were largely fought 
on the floor of the Essen-Diisseldorf Exchanges (alternate 
meetings). Ownership certificates of Gewerkschaften cannot 
be admitted to the Berlin Stock Exchange, since Gewerk¬ 
schaften are not subject to the regulations and the super¬ 
vision of the corporation law, and since the liability of all 
partners is unlimited. The original cooperative features of 
this form of organization have disappeared in modern times. 
In the coal and potash mining industry, a Gewerkschaft used 
to be the most desirable form of organization. The capital 
needed for such an enterprise could not very well be pre¬ 
dicted with any degree of accuracy, and so the future owners 
undertook the obligation to pay one or several thousands 
towards the expenses. This explains the unrestricted right 
of assessments ( Zubusse); a distribution, whether out of 
capital or out of earnings, may be decided on at any time. 
It is called Ausbeute. A single participating ownership share 
is called Kux and is usually evidenced by a certificate issued 
in the name of the owner. Since the number of Kuxe is 
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limited (quite generally to one thousand), such a part- 
ownership in one of the large combines may be very val¬ 
uable. In the summer of 1927, one-thousandth part-owner¬ 
ships of Wintershall sold at around 75,000.00 reichsmarks 
each. And no distribution has been declared for the year 
1926. 1 Truly a remarkable price for a non-dividend-paying 
security! The Essen-Diisseldorf Exchanges, specializing in 
such securities, often witness violent price fluctuations when¬ 
ever the floating supply of the securities of one Gewerkschaft 
is bought up by one of the concerns, and when the hostile 
groups try to prevent the acquisition of a majority. This 
process is practically completed at the present time, since all 
important enterprises are now controlled by the few large 
concerns. So far it has only been a case of competitive 
armaments; whether one of the groups will finally dominate 
and solve the problems, only the future can tell. Even in 
questions of detail, as the selection of a new chairman of the 
potash cartel, the two groups prevent an easy solution. None 
can and will concede this post to the other. A compromise 
is a postponement and no solution of the problem. In 1927, 
Prussia’s dissent from the compromise further complicated 
matters: the Preussag (owned by Prussia) voted against 
having a committee of three replace the deceased chairman 
of the board of the potash cartel. 

International Complications .—The acquisition of the Al¬ 
satian mines by France broke the German potash monopoly. 
These mines were just being opened when the war started. 
After the armistice, the French tried by every means to in¬ 
crease the production and export of Alsatian potash. While 
they apparently did not make very much profit for them¬ 
selves, they succeeded in injuring the German export trade. 
According to one opinion, the French followed such a policy 


1 This policy may be an attempt to starve out the Burbach minority. 
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in order to be in a strong position for future negotiations 
with the German potash industry. If this be true, they 
succeeded very well. In the international negotiations as in 
the stormy period of 1909-1910, the American market was 
the point at issue. Finally, on August 15,1924, the Deutsches 
Kalisyndikat G.m.b.H. and the Society Commerciale des 
Potasses d’Alsace arrived at an agreement regarding selling 
and advertising in the United States. At that time, Alsace 
would have had a quota of about 10% in the German potash 
cartel if the war had not interfered. Now it had pushed its 
exports to the United States from 5,450 metric tons in 
1919 to 50,580 metric tons in 1923, an amount almost 40% 
of the total sales of the German potash cartel. The terms 
agreed upon amounted to a division of the American trade 
for three years (now expired) at a rate of 37 ) 4 % and 
62 ) 4 %. An exception for a certain kind of potash makes 
the rates a little more favorable for Germany, bringing her 
share up to 68.8% as against 32.2% for France. 

To facilitate their import business in the United States, 
the Potash Importing Corporation was organized within the 
United States by the two national cartels, the Deutsches 
Kaliysndikat G.m.b.H. and the Societe Commerciale des 
Potasses d’Alsace. The latter was composed of and owned 
by two French groups, the Mines Domaniales de Potasse 
d’Alsace —French state property—and the Societe Anonyme 
des Mines de Kali Sainte-Therese. The state property has 
at present a somewhat dubious legal status. Eleven mines 
existed at the time of the armistice and the state assumed 
at that time ownership of all Kuxe which were then in Ger¬ 
man hands. Thus, France acquired 8305 Kuxe of a total of 
10,000 in existence. The rest is held by the three counties 
of Alsace-Lorraine and neutral or French individuals. Up 
to July, 1927, the state’s holdings had been increased to 
8353 Kuxe. For a number of years the problem has been 
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discussed in France whether the government should by de¬ 
cree assume complete ownership of the mines, compensating 
the old owners, or whether the government should be entitled 
only to buy out the others within ten or twenty-five years. 
The next problem would then have been whether the state 
should operate its mines or whether they should be leased 
to private interests. The question is still unsolved. In the 
meantime, however, the French state owns five-sixths of the 
Mines Domaniales de Potasse d’Alsace, and eleven-fifteenths 
in the sales organization, the Societe Commerciale de Potasse 
d’Alsace. 

In April, 1927, the U. S. Department of Justice brought 
suit against the Potash Importing Corporation and its 
French and German organizers for violation of the Anti- 
Trust Laws. French interests raised a plea of sovereign 
immunity which led to a postponement of the decision. In 
the meantime, the Franco-German agreement expired, the 
Potash Importing Corporation gave up its place of business 
in New York and went into liquidation. While discussing 
terms for a possible renewal of the agreement, the French 
and the German interests incline to favor a plan of organ¬ 
izing an export corporation in Europe with a sales agent in 
the United States. They believe that such an action would 
not be in violation of the Anti-Trust Laws (Webb-Pomerene 
Act). 

The Department of Commerce opposes all foreign 
monopolies, and in November, 1925, Secretary Hoover pre¬ 
vented the flotation of a bond issue of $26,000,000 of the 
German potash cartel. As a consequence, a total of £12,- 
000,000 was subsequently offered (and over-subscribed) in 
London. The department is strongly in favor of developing 
a potash industry within the United States and $100,000 
have been voted by Congress to investigate potash fields in 
Western Texas and in New Mexico. Up to August, 1927, 
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some fifty potash beds in New Mexico had been investigated. 
The depths at which potash was struck ranged from 838 to 
1770 feet and the potash contents from 2% to 16.47%. The 
latter percentage, however, was only reached in spots. Pot¬ 
ash contents in Europe range from 12% to 60%. Appar¬ 
ently, the United States will remain dependent on European 
potash, at least for some time to come. 



CHAPTER XI 
Summary 

THE NUMBER AND IMPORTANCE OF CARTELS 

A brief survey of a few special fields of industry fails to 
convey the right impression of the importance and number 
of cartels. It has to be emphasized that the number of 
cartels does not at all express their economic importance. 
Four cartels hold the key to the whole economic position of 
Germany, namely, 

Rheinisch-Westfalisches Kohlensyndikat, A.G., 
Stahlwerksverband, A.G., 

Rohstahlgemeinschaft, and 
Deutsches Kalisyndikat, G.m.b.H., 

all of which have been discussed in the preceding outline of 
the coal mining, steel, and potash industries. 

It is with this mental reservation as to the importance of 
the mere number of cartels, that we have to approach the 
following analysis. 

Exact and complete data as to the number of cartels do 
not exist. Two equally thorough investigations would hardly 
show the same result, since it is very difficult to draw a sharp 
line between trade associations (e. g., of the type permitted in 
the United States) and cartels. Even Liefmann’s definition 
of cartels is subject to different interpretations and Liefmann 
excludes one broad class of trade associations which are quite 
frequently considered to be cartels, namely, those usually 
called Konditionenverbdnde, trade associations which have 
170 
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agreed upon uniform sales conditions and standardized con¬ 
tracts. On the other hand, many trade associations which in 
their usual sphere of activity would not be called cartels, 
occasionally pass resolutions which have all the character¬ 
istics of cartel agreements. Shall these be included in the 
count? 

It is not surprising, therefore, that numbers ranging from 
a low of 385 up to a high of 3000 have been stated as the 
number of cartels in Germany. A first investigation made 
by the German government in 1905 ( Kartellenquete des 
Reichsamts des Innern) enumerates 385 cartels, the brick 
industry leading with 132 cartels of its own. It appears that 
not only the term cartel has been applied in this investigation 
in a very restricted sense, but that at the same time these 
statistical data were incomplete (opinion stated by Liefmann 
in his latest edition of Kartelle und Trusts). In 1911, an 
estimate (Tschierschky: Kartell und Trust) places the num¬ 
ber of cartels at 550 to 600. Again, cartels agreeing on 
conditions but not on prices are excluded. 

Since then the number of cartels has increased. The 
movement, however, was by no means a regular one. The 
mobilization of the industry during the war strengthened it 
considerably. The government took a very favorable atti¬ 
tude and went so far as to force certain industries into 
cartels. After the war, a number of factors tended in the 
same direction: the elimination of competition from abroad, 
the difficulty of organizing new enterprises, easy export 
possibilities, and an unbalanced demand in Germany itself, 
all factors due to the rapidly increasing inflation. If pro¬ 
ducers agreed, they could under such circumstances exploit 
the market as much as they wished. Numerous cartels were 
formed and the shifting of the inflation risk to the buyer 
was the usual aim. As we have seen before, this loose kind 
of cartel was so well adapted to the peculiar circumstances 
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of that period that existing cartels of a higher type (e. g., 
centralized sales monopolies) collapsed and made way for 
them. An estimate of Dr. Metzner places the number of 
cartels at the end of 1923 at 1500 (among them 234 in the 
iron and steel industry, a figure quoted in the discussion of 
that industry). In commenting on these figures Dr. Metzner 
states that the number of highly organized cartels, e. g., those 
having a trade monopoly or a central sales agent, is small. 
The few in existence are primarily to be found in the mining 
and steel industry. Price-fixing cartels number about 500 
to 600. The majority of all cartels are loosely organized 
cartels regulating sales conditions, but not prices, otherwise 
rarely exceeding the scope of activity of American open- 
price associations. Dr. Metzner explains the large number 
of cartels in the iron and steel industry by referring to the 
extreme diversification in the last stage of production, e. g., 
in the iron ware industry (Kleineisenindustrie). 

When the currency was stabilized at the end of 1923, a 
large number of inflation cartels disappeared. As will be 
recalled from the early part of our discussion, the general 
public had been extremely hostile to some of them and 
especially to their ruthless activities. A number of trade 
associations which originally had not been cartels at all and 
which only in 1923 ventured into the cartel field, returned to 
their original status. In Dr. Metzner’s opinion, about 300 
to 500 cartels disappeared in the years 1924-1925. The re¬ 
organization of industry, on the other hand, led in 1925 to 
the creation of new cartels (as has been mentioned in the 
discussion of the coal mining and steel industry), but while 
very important economically, their number was small. The 
pronounced policy of the government of gradually lowering 
the price level helped to keep the number down. 

When all these facts are considered, it is rather surprising 
to see a government estimate at the middle of 1925 place the 
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number of cartels at 3000. ifl substantiation of this figure, 
2500 cartels are ascribed to industry as whole, 400 to the 
wholesale trade, and about 150 to the retail. trade. The 
national organizations of wholesale and retail trad^'fJ^*^^ 
contradict this estimate. They count only 35 cartels in tile 
wholesale trade and none at all in the retail trade. What 
holds true for these two figures, holds true to a certain 
extent for the figure for cartels in industry. It is not sur¬ 
prising, therefore, that a recent estimate of Dr. Metzner 
places the number of cartels at about 2000 for the end of 

1925- 

Newer estimates and counts, if made at all, have not be¬ 
come public. When scrutinizing the cartel literature and the 
information available in newspapers and periodicals, one gets 
the impression that price-fixing cartels in Germany number 
about 550 to 600 in 1927. An estimate of the number of 
cartels of the lower type (e. g., regulating only sales condi¬ 
tions) cannot be made with any degree of certainty. Funda¬ 
mental changes do not seem to have taken place since the 
government made its estimate of 3000 and Dr. Metzner his 
estimate of 2000. 

The degree of discipline and solidarity of cartel members 
is not always very high. That degree and the particular 
phase of the business cycle affect the effectiveness of cartels 
much more than the stipulations of the cartel agreements. 
Even in strongly organized cartels, price-cutting occurs to a 
greater or smaller extent. Whenever the solidarity of the 
competitors reaches a high level, recommendations of trade 
associations or gentlemen’s agreements may be more effec¬ 
tive, or at least as effective as cartel agreements. If we in¬ 
clude such arrangements in the number of cartels, their 
number increases considerably. Furthermore, a large num¬ 
ber of cartel-like organizations is encountered, smoothing out 
differences amongst competitors, and preparing the way for 
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an approachment and mutual, trust: Already in such organ¬ 
izations, discussion^ of the business situation, and in a later 
stage, discussions of prices and conditions are quite usual. 
Where organizations do not exist and only local questions 
involved, these discussions sometimes take place around 
the beer table. Beside written and oral agreements, implicit 
agreements are rather frequent. Most of them are local and 
based on custom, habit or tact. 

If the form is disregarded and the attention focused on 
the effect, the influence on the market, one finds that almost 
the whole field of business in Germany is today covered by 
a network of cartels and similar express or implicit agree¬ 
ments. Free competition in the formation of prices is far 
more limited there than one would expect from current dis¬ 
cussions of economic theory. 

Conclusion. — To one holding the view that free compe¬ 
tition without any restraint on trade is the best system for 
all nations, the discussion so far must appear incomplete since 
it does not stress the economic consequences of regulated 
combination in Germany. In conclusion, therefore, favor¬ 
able and unfavorable results of the German combination 
movement will be briefly discussed and price tendencies com¬ 
pared with those of the United States. 

There can be little doubt that with the restriction of free 
competition the wastes of competition have been greatly re¬ 
duced in Germany. This result is of special importance for 
German industry since the margin of profit generally is lower 
in Germany than it is in the United States. Limited natural 
resources and small markets on the one hand and the high 
density of population in a highly industrialized country on 
the other, are keeping the margin of profit low and it might 
easily be eliminated altogether by the wastes of competition. 
Another advantage achieved by combinations for Germany is 
their endeavor to smooth out business cycles, and to keep 
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production, employment and prices on a relatively stable 
basis. 1 

The main disadvantage of cartels is that they tend to 
nurse along weak members by considering their costs of pro¬ 
duction as minimum sales prices. At present, attempts are 
being made to prevent this preservation of the least efficient 
by government supervision or special laws. The supervision 
of the price policies of the steel cartels early in 1928 is a 
good example for this government attitude. In that in¬ 
stance the action of the minister of economic affairs was 
based on section four of the cartel law. 2 The best known 
instance showing the government counteracting this undesir¬ 
able tendency of cartels is the Stillegungsgesetz (potash mine 
closing law) of October 22, 1921, according to which the 
government may investigate costs of production and close 
uneconomic mines by decree. 2 The center of German dis¬ 
cussion at present is not free competition versus combination, 
but ways and means to eliminate such unfair or undesirable 
practices of combinations as may still be permissible. 

It is impossible to show inductively the effect of cartels 
and other combinations on the price level. Proof that prices 
have been stabilized to some extent, leaves the fairness of 
the price level as much of a problem as before. For any 
nation, the size of the market, wealth of natural resources, 
wages, taxes, tariffs and numerous other factors influence 
prices and are in turn influenced by them. To compare 
prices of different countries and explain their levels by men¬ 
tioning the different policies towards combinations, will 
never do. It may, however, be reasoned that wide price 
fluctuations mean a great amount of risk for the enterpriser 

1 Examples for relative stabilization of production may be found on 
page 35 and of prices on page 97. 

a Cf. supra, p. S3. 

* Cf. supra, p. 161. 
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and in the long run he will have to be compensated for this 
risk or stop serving the community as enterpriser. Stabilized 
prices reduce risks and thereby costs; and as costs in turn 
affect prices one may reason out that stabilized prices in the 


Table 13. Monthly Prices of Pig Iron and Coke in Germany, Great 
Britain and U. S. A. from January 1925 to March 1927 1 



Prices in RM per Metric Ton 

Months 

Pig Iron 

Coke 



Great 



Great 



Germany 

Britain 

U. S. A. 

Germany 

Britain 

U. S. A. 

J*n., 19*5 • • 

89.00 

79*34 

103.36 

24.00 

31*25 

19.78 

February . . . 

89.71 

77.78 

103.36 

24.00 


17*77 

March. • . . 

91.00 

76.86 

100.25 

24.00 

20.29 

17.14 

April . . • . 

91.00 

76.69 

9467 

24.00 

20.58 

1562 

May. 

91.00 

76.23 

89.50 

24.00 

21.59 

1583 

June. . . . 

91.00 

74*05 

87.86 

24.00 

20.45 

1579 

July .... 

91.00 

71.69 

87.86 

24.00 

20.83 


August . . . 

88.00 

70.01 

89.82 

24.00 

19.57 


September . . 

88.00 

68.12 

90.43 

24.00 

17.05 

16.70 

October . . . 

86.00 

66.65 

93 * 2 4 

23.12 

18.65 

28.31 

November . . 

86.00 

66.07 

97.69 

22.50 

21.29 

26.62 

December . 

86.00 

66.65 

100.25 

22.00 

21*55 

19.7 7 

Jan., 1926 . . 

86.00 

69.47 

100.25 

22.00 

21.59 

33-36 

February. . . 

86.00 

70*35 

99-75 

22.00 

19.82 

33-85 

March .... 

86.00 

7 °- 3 i 

96.56 

21.50 

18.56 

14. I I 

April .... 

86.00 

70.35 

96.14 

21.45 

18.56 

13.90 

May. . . . 

86.00 

71-57 

94.58 

21*45 


1348 

June. 

86.00 

77.20 

94.08 

21.25 


13.10 

July .... 

86.00 

87-53 

91.98 

21.25 


13.15 

August . . . 

86.00 

90.38 

91.98 

20.67 


136S 

September . . 

86.00 

92.40 

91.98 

20.69 


15.62 

October . . . 

86.00 

114-79 

91.98 

20.93 


I6.76 

November . . 

86.00 

120.25 

97 36 

20.96 


20.50 

December • • 

86.00 

103.78 

96.68 


30.91 

16.21 

Jan., 1927 . 

86.00 

85.43 

94.06 

21.45 

2744 

16.21 

February. . . 

86.00 

83-55 

91.98 

21.45 

28.39 

15.62 

March.... 

86.00 

8l.67 

91.98 

21.45 

31.16 

15.63 


1 The figures are taken from Stahlwerks-Verband, Statistische Mittii - 
lungen , Roheisen und Rohstahl , pp. 106-107. Prices during abnormal 
periods (strikes) are not stated. 
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long run mean a lower price level. This argument does not 
hold for industries under monopoly control. There are 
thousands of cartels in Germany and only a few monopolies. 
And even these monopolies are limited in their price policies. 
Potential competition from within the country and from 
abroad is quite important. Events like the wrecking of the 
powerful Roheisen-Syndikat through outsiders 1 have oc¬ 
curred quite frequently and materially affect the policies of 
many combinations. Competition from abroad is somewhat 
weakened by a protective tariff; on the other hand, exports 
are more important for the German industry than they are 
for the American. In the export field competition can hardly 
be eliminated altogether. Even if real or potential compe¬ 
tition does not keep monopoly prices down, price policies of 
combinations are subject to a very serious check. Govern¬ 
ment interference is swift, effective and sweeping in Ger¬ 
many. 

Keeping in mind the many possible ways of explaining 
price differences, the above table may yet throw some light 
on effects of combinations on the prices in different coun¬ 
tries. 

The above figures show that the price fluctuations were by 
far the smallest in Germany. English and American prices 
of pig iron fluctuated ten times and three times as widely, 
and coke prices four times and six times as widely as the 
German prices. The price level for pig iron (arithmetic 
average) was about io% lower in England and about 10% 
higher in the United States than in Germany. For coke, the 
situation was somewhat different. The American price level 
was the lowest, and both the German and the English price 
levels were about 25% above the American figures. These 
figures can hardly be used to judge the merits of regulated 


1 Cf. supra, p. 95. 
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combination since for pig iron the German price level is in 
the middle between those of the United States and England, 
countries with relatively free competition. In the English 
coal industry, cartel agreements did not exist during the 
period under consideration, and yet the English price level 
for coke is practically the same as the German. 

If German combinations keep the price level higher than 
would be warranted by the other price-determining factors, 
the difference is small and its existence cannot be proved. 
Considerable deviations from the level of competitive prices, 
if attempted at all, are promptly eliminated by the powerful 
central government. From the German point of view, this 
potential disadvantage is more than offset by the substantial 
reduction of the wastes of competition and by the greater 
stability of prices and production. 
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